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GOVERNOR'S  OFFICE 


PETE  WILSON 

GOVERNOR 


January  10, 1996 


To  the  Senate  and  the  Assembly  of  the  California  Legislature: 

I  submit  for  your  consideration  the  Governor's  Budget  for  1996-97. 

We  begin  1996  with  a  welcome  change  from  recent  years.   The  past  year 
has  seen  a  broad-based  economic  recovery  in  California,  with  growth  that  is 
outpacing  the  nation  and  which  has  generated  additional  revenue  for  the 
state.   I  firmly  believe  that  this  is  in  large  part  the  result  of  reforms  in  the  tax 
and  regulatory  structure  that  we  have  worked  to  enact  in  recent  years. 

This  budget  invests  our  increased  resources  in  areas  where  the  state 
will  realize  the  greatest  long-term  rewards  —  in  primary  and  secondary 
education,  in  our  colleges  and  universities,  in  public  safety,  in  infrastructure, 
and  in  preventive  programs  designed  to  give  our  children  a  better  and 
healthier  opportunity  to  grow  and  learn. 

But  as  welcome  as  this  growth  is,  experience  tells  us  that  we  cannot  rest 
on  our  accomplishments.   Other  states  certainly  are  not  complacent;  20 
enacted  tax  reductions  last  year  in  an  effort  to  lure  job  creators  and  attract 
investors.    To  ensure  that  our  economic  growth  continues  and  expands,  the 
budget  reflects  further  reforms  to  California's  tax  system  and  efforts  to  further 
improve  the  state's  business  climate. 

And  the  state  must  also  move  forward  to  confront  two  issues  that  we 
cannot  afford  to  ignore:    the  undeniable  crisis  of  juvenile  violence,  and  the 
growing  societal  consequences  of  unwed  and  teenage  pregnancy.  This  budget 
contains  broad-based  initiatives  to  address  these  urgent  issues. 

By  investing  in  California's  future,  this  budget  will  build  on  the 
accomplishments  we  have  made,  and  create  greater  opportunity  for  all 
Californians. 

Sincerely, 


PETE  WILSON 
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STATE  OF  CALIFORNIA 


DEPARTMENT  OF  FINANCE 

OFFICE  OF  THE  DIRECTOR 
STATE  CAPrrOL,  ROOM  1145 
SACRAMENTO.  CA    95814-4998 


January  10,  1996 


Dear  Governor: 

As  Director  of  Finance,  I  submit  to  you  the  1996-97  Governor's  Budget. 

Clearly,  California's  economy  turned  the  corner  in  1995.  The  strong  and  broad-based  growth 
has  placed  the  State  in  the  welcome  position  of  having  additional  revenues  to  invest  in  priority 
programs.  This  is  a  direct  result  of  the  fiscal  discipline  that  you  have  insisted  upon,  as  well  as 
your  tax  and  regulatory  reforms  that  the  Legislature  has  approved  to  make  California  more 
attractive  to  job  creators  and  investors. 

However,  if  we  are  to  continue  and  expand  recovery,  we  must  build  on  these  reforms.  To 
encourage  further  economic  growth,  the  budget  reflects  further  reforms  in  California's  tax 
structure  and  complements  your  ongoing  efforts  to  reform  our  regulatory  climate. 

This  budget  invests  these  increased  revenues  in  areas  where  the  State  will  earn  the  best  long- 
term  dividends  —  in  K-12  education,  in  our  universities  and  colleges,  in  public  safety,  and  in 
the  state's  infrastructure.  And  consistent  with  your  belief  that  prevention,  rather  than 
remediation,  is  the  best  way  to  address  societal  problems,  the  budget  increases  investment  in 
key  preventive  programs 

The  budget  also  reflects  the  historic  change  underway  in  Washington  to  give  states  both  the 
revenue  and  the  responsibility  to  take  over  federal  welfare  programs  through  a  block  grant. 
The  welfare  reforms  that  this  Administration  has  already  enacted  put  California  in  a  far  better 
position  than  other  states  to  undertake  this  new  responsibility,  and  move  more  people  out  of 
welfare  and  into  the  workforce. 

Again  this  year,  the  development  of  this  financial  plan  could  not  be  done  without  the 
dedication  and  hard  work  of  the  staff  of  the  Department  of  Finance.  They  have  my  deep 
appreciation  and  thanks  for  their  efforts. 


Sincerely, 


RUSSELL  S.  GOULD 
Director 
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FIGURE  A 


aving  weathered  a  period  of  unprecedented  economic  challenge,  California  begins 
1996  in  the  midst  of  a  sustained  and  broad-based  economic  recovery,  one  that  economic  observ- 
ers throughout  California  believe  will  continue  through  the  year  and  will  outpace  the  nation's 
rate  of  growth. 

Jobs  have  grown  in  California  at  such  a  strong  pace  that  by  July  of  1996,  total  employment  will 
have  returned  to  the  levels  experienced  before  the  economic  recession  began  in  mid-1990  (See 
Figure  A).  And  just  as  important  as  the  number  of  jobs  in  California  are  the  industries  in  which 
California  is  enjoying  this  job  growth. 

Of  the  more  than  300,000  jobs  created  in  California  over  the  past  year,  many  are  in  high-wage 
industries  such  as  wholesale  trade, 
health  care  services,  and  engineer- 
ing and  management  consulting. 
Overall,  the  job  growth  has  been 
broadly  based  throughout  different 
sectors  of  the  state's  economy.  As  a 
result,  California's  economy  is  in  a 
stronger  position  to  withstand  any 
potential  decline  in  a  given  industry, 
which  was  not  the  case  when  federal 
spending  cuts  in  defense  sent 
California  into  recession. 

Other  encouraging  signs  for  the 
state's  economy  include: 

•*■  California  exports  grew  by  19 
percent  in  1995,  marking  the 
second  year  in  a  row  of  strong, 
double-digit  growth. 

"*■  1995  job  gains  in  computer- 
related  services,  motion  picture 
production,  electronic  components, 
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and  capital  goods  machinery  manufacturing — industries  where  average  annual  wages  are 
more  than  $50,000 — were  more  than  twice  the  number  of  jobs  lost  in  aerospace  employ- 
ment. 

•*•  Even  federal  defense  and  aerospace  spending  has  shown  some  positive  signs,  with  new 
orders  being  received  for  both  civilian  and  military  aircraft  in  1995. 

■*•  The  out-migration  of  Californians  to  other  states,  which  reached  historically  high  levels  in  the 
early  1990's,  has  stabilized  and  is  reversing. 

■*■  Business  tax  reductions,  as  well  as  reductions  in  the  top  personal  income  tax  rates,  have 
lowered  California  taxes  by  $800  million  in  1995-96,  promoting  job  creation  and  economic 
growth. 

.    •*■  The  cost  of  workers  compensation  premiums  paid  by  California  employers  has  dropped  by 
nearly  $4  billion  compared  to  what  they  paid  in  1993 — a  direct  result  of  1993's  workers 
compensation  reforms. 

•*■  As  California  is  recognized  as  the  home  of  many  emerging  growth  and  export  industries — 
such  as  electronics,  multimedia,  entertainment,  and  biotechnology — the  potential  for  further 
economic  growth  is  tremendous. 

MAINTAINING  FISCAL  DISCIPLINE 


TABLE  A 


While  California's  economy  is  returning  to  its  pre-recession  employment  strength,  one  trend 
from  that  era  will  not  return:  autopilot  spending  by  California  state  government.  During  the 
recession,  California  made  the  necessary  choices  to  bring  state  spending  in  line  with  revenues. 
For  the  fifth  consecutive  year,  the  Governor's  Budget  continues  the  fiscal  discipline  necessary  for 

California  to  live  within  its  means  (see  Table  A),  where 
spending  from  the  State's  General  Fund  is  being  held 
below  the  amount  of  General  Fund  revenues. 


General  Fund 

Revenue  and  Expenditures 

(Dollars  in  Billions) 

Revenues 

Expenditures 

1991-92 

$420 

$43.3 

1992-93 

$40.9 

$40.9 

1993-94 

$40.0 

$39.0 

1994-95 

$427 

$420 

1995-96 

$45.0 

$44.2 

1996-97 

$45.6 

$45.2 

These  choices  made  by  the  Governor  and  the  Legisla- 
ture to  control  state  spending  are  paying  dividends  in 
the  area  of  entitlement  programs,  where  California  is 
ahead  of  the  nation  in  improving  outcomes  while 
reducing  costs.  In  welfare,  where  the  number  of 
recipients  was  growing  at  a  double-digit  pace  in  the 
early  1990s,  caseload  growth  is  now  essentially  flat  as 
more  people  have  moved  into  the  workplace  (See 
Figure  B) .  Many  of  the  welfare  reforms  that  California 
has  already  put  forward — making  work  pay,  requiring 
teen  mothers  to  live  at  home  to  receive  assistance, 
limiting  grant  increases  on  the  number  of  additional 
children — are  reflected  in  federal  measures  to  reform 
entitlement  programs. 

In  Medi-Cal  (California's  Medicaid  program),  the  state 
has  led  the  nation  in  the  effort  to  contain  costs  while 
promoting  access  to  care.  Through  such  strategies  as 
managed  care,  reviewing  appropriate  service  use, 
selective  contracting  with  health  care  providers,  and 
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setting  different  levels  of  long-term  care  based  on  patients'  medical  needs,  California  has 
achieved  the  lowest  per  capita  cost  of  any  industrialized  state  in  the  nation.  California  is  posi- 
tioned to  lead  the  way  again  in  another  area  of  long-term  care.  As  a  result  of  an  Administration 
initiative,  the  state  will  be  implementing  a  number  of  long-term  care  pilot  programs  to  test 
strategies  that  better  integrate  and  coordinate  the  array  of  home,  community,  and  institutional 
long-term  care  programs  available  to  vulnerable  populations. 

California's  accomplishments  in  these  areas  have  placed  the  state  in  a  better  position  to  assume 
full  responsibility  for  welfare  and  Medicaid  programs  from  the  federal  government — a  responsi- 
bility for  which  the  Administration  has  advocated  However,  the  state's  willingness  to  assume 
this  responsibility  is  coupled  with  an  insistence  on  receiving  a  fair  allocation  of  federal  dollars, 
as  well  as  the  freedom  to  design  programs  that  meet  the  needs  of  Californians. 

Consistant  with  both  the  Governor's  priorities  and  his  commitment  to  stay  away  from  autopilot 
spending,  this  budget  assumes  prior-year  reductions  in  health  and  welfare  programs,  including 
eliminating  guaranteed  cost-of-living  adjustments  as  well  as  ending  the  Renter's  Credit  program, 
saving  $1.7  billion. 

INVESTING  IN  CALIFORNIA'S  FUTURE 


With  the  recession  having  diminished  state  resources  in  the  early  1990's,  the  Governor  chose  to 
invest  those  scarce  dollars  in  areas  where  California  would  eventually  receive  the  best  return  on 
its  investment — in  education,  in  public  safety,  and  in  preventive  programs  designed  to  address 
societal  problems  at  the  front 

end,  rather  than  deal  with  them  

in  more  expensive  remediation 
programs.  While  the  state's 
economy  and  resources  are 
much  improved  from  recent 
years,  the  need  to  invest  wisely 
has  not  diminished. 


FIGURE  B 


Annual  Percentage  Change  in  AFDC  Caseload 
and  California  Population 


The  Governor's  Budget  builds 
upon  these  priorities,  with 
increased  investment  and  new 
initiatives  in  key  areas: 

An  Investment  in  K-12  Educa- 
tion— The  Governor's  Budget 
proposes  to  spend  more  than 
$31.9  billion  in  total  funds  for 
primary  and  secondary  educa- 
tion— an  increase  of  $6.9  billion 
over  1990-91  (see  Figure  C).  The 
budget  provides  K-12  education 
an  additional  $768  million  in 
General  Fund  support  for 
1996-97.  When  combined  with 

1995-96  budget  increases,  K-12  classrooms  will  have  received  $6,800  more  per  classroom 
compared  to  1994-95  levels.  The  budget  includes  $100  million  for  initiatives  to  ensure  that 
students  are  grounded  in  the  basic  skills  of  reading  and  mathematics,  $100  million  to  acquire 
computers  and  educational  technology,  and  more  than  $65  million  to  remove  disruptive 
students  and  create  a  safe  school  environment. 
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An  Investment  in  Higher  Education — The  Governor's  Budget  fulfills  the  second  year  of  the 
Governor's  four-year  compact  with  the  University  of  California  and  California  State  University, 
with  UC's  general  fund  budget  increased  by  $110  million  and  CSU's  general  fund  budget 
increased  by  $102  million.  The  budget  reflects  no  increases  in  student  fees  for  either  UC  or 
CSU.  And  California's  Community  Colleges — which  are  an  important  link  in  workforce  prepara- 
tion— will  see  their  General  Fund  budget  increase  by  $101  million  with  no  increase  in  student 
fees.  The  budget  also  contains  increased  funding  for  student  financial  aid. 


FIGURE  C 


An  Investment  in  Public  Safety — Building  on  Californians'  clear  commitment  to  making  public 
safety  a  top  priority,  as  evidenced  by  voters'  approval  of  Proposition  172  and  the  "Three  Strikes" 
initiative,  the  Governor's  Budget  contains  a  broad-based  initiative  to  reduce  juvenile  violence 
and  dismantle  violent  street  gangs,  and  includes  a  new  program  designed  to  allow  taxpayers  to 
dedicate  greater  financial  resources  for  city  and  county  law  officers  in  their  community.  The 
budget  also  provides  funding  for  additional  trial  court  judges,  and  moves  toward  state  assump- 
tion of  funding  for  the  court  system. 
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An  Investment  in  Prevention — 

Recognizing  that  the  dramatic 
growth  in  unwed  and  teenage 
pregnancies  have  created 
tremendous  societal  and  fiscal 
consequences,  the  Governor's 
Budget  expands  the  State's 
commitment  to  prevention 
programs  through  the  creation  of  a 
public/private  partnership.  The 
Budget  provides  $34  million  to 
attract  matching  grant  funds  for 
communities  to  reduce  unwed  and 
teenage  pregnancy.  The  Budget  also 
includes  $6  million  to  expand 
prosecution  of  statutory  rape,  $  1 5  million 
which  expands  the  California 
Mentor  Initiative,  a  $10  million 
increase  in  the  Healthy  Start 
program,  and  a  $20  million 
augmentation  to  ensure  the 
availability  of  contraceptive  services 
to  more  low-income  women. 


An  Investment  in  California's 
Infrastructure — To  ensure  long- 
term  economic  growth,  it  is  critical  to  increase  investment  in  the  foundation  of  California's 
future — in  education,  in  transportation,  resources,  and  in  public  safety.  The  Governor's  Budget 
continuing  an  infrastructure  plan  that  includes  bonds  for  essential  projects  in  both  K-12  and 
higher  education,  in  public  safety,  in  seismic  safety,  and  in  water  resources  and  the  recently- 
created  infrastructure  bank. 


An  Investment  in  California's  Competitiveness — California  remains  a  high-tax  state,  and  with 
two  out  of  every  five  states  voting  to  significantly  lower  their  tax  rates  in  1995,  failure  to  further 
reform  the  state's  tax  structure  threatens  further  growth  and  puts  California  at  a  competitive 
disadvantage.  To  ensure  that  California's  economic  growth  continues  and  expands,  the 
Governor's  Budget  proposes:  a  15-percent  reduction  in  personal  income  and  corporate  tax 
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rates  over  three  years;  increasing  the  expensing  allowance  to  assist  small  business  in  equipment 
investment;  increasing  the  research  and  development  tax  credit  from  8  percent  to  12  percent, 
and  other  tax  changes  to  spur  job  creation.  These  tax  changes,  coupled  with  continuing  efforts 
to  improve  the  state's  business  climate,  will  encourage  long-term  economic  growth. 

The  principles  reflected  in  this  financial  plan  are  as  direct  as  they  are  far-reaching: 

■*■  A  commitment  to  expanding  the  state's  economy; 

•*■  An  insistence  that  state  government  continue  to  live  within  its  means; 


■+■  An  emphasis  on  keeping 
communities  safe  from  violent 
crime; 

•*•  A  belief  that  the  best  way  to 
address  societal  problems  is 
through  prevention  instead  of 
remediation; 

•*■  A  recognition  that  reduced  taxes 
and  relief  from  regulatory 
burdens  will  promote  job 
growth,  economic  expansion, 
and  greater  opportunity  for  the 
next  generation  of  Californians; 

■*•  A  commitment  to  essential 
infrastructure  as  the  foundation 
for  California's  future; 

The  Governor's  Budget — a  plan 
for  Investing  in  California's 
Future — provides  the  means  and 
the  vision  to  maintaining  these 
principles.  «» 


FIGURE  D 


1 996-97  General  Fund  Expenditures 

(Dollars  in  Billions) 
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he  California  economy  that  emerged  from  the  long,  deep  recession  of  the  early  1990's  is 
very  different  in  several  important  respects  from  the  traditional  California  economy  of  the  post- 
World  War  II  era.  Looking  back  as  little  as  two  or  three  years,  it  would  have  been  difficult  to 
forecast  a  recovery  of  this  magnitude  occurring  with  defense-related  industries  still  losing  more 
than  20,000  jobs  per  year,  home  construction  of  less  than  100,000  units  annually,  and  continuing 
restructuring  in  such  traditionally  stable  industries  as  financial  services  and  the  utilities. 

Yet,  California's  economy  created  more  than  300,000  new  jobs  in  1995,  and  is  on  course  to 
repeat  that  performance  both  this  year  and  next.  Moreover,  much  of  this  growth  represents  jobs 
in  high-skill  and  high-pay  industries  such  as  computer  software  and  systems,  motion  picture 
production,  engineering  and  management  consulting,  export-related  wholesale  trade,  and 
electronics  manufacturing.  Most  of  these  are  service-producing  jobs,  but  all  of  them  are  in  export 
industries,  bringing  income  to  California  from  outside  the  state  and  providing  a  solid  base  for 
economic  recovery. 


FIGURE  A 


Nonfarm  Employment  Growth 
Average  Annual  Percent  Change 
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Last  year,  the  24,000  new 
jobs  created  in  a  single 
industry — computer  software 
and  systems — exceeded  the 
combined  losses  in  the  entire 
defense-related  sector,  which 
includes  aerospace  manufac- 
turing (aircraft,  missiles  and 
space  vehicles,  and  search 
and  navigation  instruments) 
as  well  as  federal  Department 
of  Defense  jobs.  Average 
wages  in  this  computer 
services  industry,  at  more 
than  $58,000  per  year, 
exceed  the  wage  level  in  the 
aerospace  manufacturing 
sector  by  a  considerable 
margin.  In  other  words, 
concerns  that  California  is 
replacing  highly  paid  defense 
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jobs  with  low-pay  service  occupations  are  simply  misplaced.  All  told,  computer  services  now 
employ  160,000  Californians,  one-third  more  than  electronic  components,  the  State's  leading 
hi-tech  manufacturing  industry. 

The  loss  of  over  230,000  jobs  in  aerospace — 60  percent  of  the  industry  workforce — has  been 
acutely  painful.  The  secondary  effects  these  losses  and  of  the  military  base  closings  rippled 
throughout  the  state's  economy,  accounting  for  more  than  500,000  of  the  730,000  jobs  lost  in 
the  recession.  Undoubtedly,  the  deep  downturn  in  real  estate,  partly  traceable  to  overbuilding 
in  the  late  1980's,  was  exacerbated  by  the  steep  decline  in  the  aerospace  sector  industry,  which 
only  seven  years  ago,  was  California's  leading  export  industry. 

However,  California's  economy  is  emerging  on  a  much  more  solid  footing.  This  recovery  has 
been  led  by  exports,  which  posted  strong  double-digit  percentage  increases  in  both  1994  and 
1995,  and  by  explosive  growth  in  such  emerging  industries  as  multi-media  and  biotechnology. 

In  foreign  trade,  California  is  capitalizing  on  its  position  at  the  edge  of  the  Pacific  Rim  and 
adjacent  to  Latin  America.  The  Los  Angeles  Customs  District — the  ports  of  Long  Beach  and  Los 
Angeles  and  the  Los  Angeles  International  Airport — has  passed  New  York-New  Jersey  to  become 
the  nation's  leading  port  complex,  and  California  is  by  far  the  nation's  largest  exporter. 

Multi-media  is,  among  other  things,  a  marriage  of  the  electronics  industry  in  the  Bay  Area  and 
the  creative  talent  of  Southern  California's  world-leading  entertainment  industry.  The  smash  hit 
of  1995's  holiday  motion  picture  season,  Toy  Story,  was  produced  by  Walt  Disney  Studios  in 
Burbank,  with  computer  animation  by  Pixar  in  Richmond.  Of  course,  "multi-media"  is  still 
defining  itself  and  even  now  extends  well  beyond  entertainment.  Much  of  the  software — and 
hardware — for  the  Internet  is  California-grown.  The  point  is  that  in  terms  of  hardware,  soft- 
ware, and  creative  talent,  California  is  at  the  heart  of  this  electronic  and  information  revolution. 

These  and  other  rapidly  expanding,  innovative,  high-technology  industries  provide  a  far  more 
diverse  economic  base  for  the  state's  future  economic  growth.  These  industries  are  far  less 
susceptible  to  the  wide  swings  in  demand  experienced  in  the  defense  industry  which  essen- 
tially has  relied  on  one  very  large  customer  for  the  bulk  of  its  sales.  By  contrast,  these  indus- 
tries in  essence  are  creating  their  own  demand  with  the  innovative  and  imaginative  products 
and  services  they  invent.  Moreover,  many  of  these  high-technology  services,  by  their  very 
nature,  are  far  less  cyclical  than  manufacturing. 

The  expanding  role  of  exports  demonstrates  that  California's  economy  is  diversifying  geo- 
graphically as  well  as  industrially.  Because  the  world's  economies  are  rarely  cyclically  in  step 
with  one  another,  continued  gains  in  trade  are  an  important  element  in  securing  the  state's 
future  economic  stability. 

None  of  this  is  to  suggest  that  California  will  be  immune  to  effects  of  the  national  business 
cycle.  Indeed,  with  the  current  national  expansion  now  almost  five  years  along,  history  suggests 
that  a  cyclical  setback  is  likely  at  some  point  in  the  next  three  or  four  years.  However,  given 
California's  extremely  favorable  industry  mix  and  the  state's  expansion  into  global  markets,  the 
next  U.S.  business  cycle  is  likely  to  be  far  milder  in  California  than  in  most  other  areas  of  the 
country. 

There  are  a  number  of  other  reasons  to  be  optimistic  about  the  state's  longer-run  prospects. 
For  one,  the  defense  cutbacks  were  a  one-time  adjustment,  which  in  the  next  two  years  will 
have  largely  run  its  course.  There  are  already  signs  of  a  pick-up  in  commercial  aircraft  demand, 
and  even  defense  contracting  will  soon  be  on  the  rise.  The  Pentagon's  proposal  to  step  up 
purchases  of  the  C-17  transport  is  the  first  indication  of  the  turnaround  in  defense  spending, 
which  will  become  far  more  evident  in  the  later  years  of  this  decade.  Aerospace  is  unlikely  to 


California  s  economy 


regain  its  former  magnitude  within  the  State's  economy,  but  it  could  well  be 
a  contributor  to  growth  within  the  next  two  to  three  years. 

In  a  similar  vein,  California  is  much  further  along  in  the  restructuring  of  its 
financial  services  and  utilities  industries  than  most  other  parts  of  the  coun- 
try. Neither  of  these  sectors  is  contributing  to  the  current  upturn,  but  it  is 
likely  that  these  adjustments  will  have  been  essentially  completed  before  the 
end  of  the  decade. 


So  far,  this  recovery  has  featured  only  a  modest  increase  in  construction 
activity.  Homebuilding  in  particular  has  remained  depressed,  despite  solid 
gains  in  jobs  and  income.  Home  prices  have  declined,  although  there  is 
evidence  of  stabilization  in  recent  sales  data.  The  price  adjustment,  while 
difficult  for  many,  is  one  of  several  factors  which  in  the  long  run  are  helping 
to  make  the  state  more  competitive.  In  1989,  median  home  prices  in  Califor- 
nia had  reached  225  percent  of  the  national  average.  This  wide  disparity  was 
simply  not  sustainable,  and  while  prices  still  remain  above  the  U.S.  level,  the 
gap  has  now  narrowed  by  more  than  50  percentage  points. 

The  combination  of  lower  home  prices,  low  interest  rates,  and  solid  job 
growth  will  eventually  encourage  housing  and  construction  to  join  the 
state's  upturn.  While  the  near-term  outlook  is  for  only  modest  increases  in 
homebuilding,  California's  housing  sector  will  gradually  improve  over  the 
next  several  years. 

The  experience  of  the  early  1990s  also  has  had  an  important  and  profound 
effect  on  public  policy.  If  there  is  a  "silver  lining"  to  the  dark  cloud  of  this 
recession,  it  may  be  found  in  changing  attitudes  on  a  variety  of  job-related 
and  growth-related  public  policy  issues,  including  regulation,  taxation  and 
government-mandated  costs,  as,  for  example,  in  the  area  of  workers'  com- 
pensation. These  subjects  are  covered  in  more  detail  in  the  chapter  intitled 
Strengthening  California's  Competitive  Position .  Suffice  it  to  say  that  the 
public  policy  climate  for  economic  growth  has  improved  significantly  in  this 
decade,  and  will  improve  further  in  the  years  ahead. 

To  sum  up,  there  is  a  long  list  of  reasons  to  be  optimistic  about  California's 
economic  future.  The  state  has  weathered  the  worst  of  the  defense  cuts,  and 
is  now  embarked  on  a  vigorous  economic  recovery.  New,  high-paying 
industries  have  emerged  to  replace  the  old,  and  California  is  in  the  best 
position,  in  terms  of  its  industry  mix,  to  benefit  from  the  new  information 
age. 

Finally,  the  state's  economy  is  now  far  more  diverse  in  its  industrial  struc- 
ture, and  has  been  extremely  successful  in  expanding  its  markets  overseas. 
The  restructurings  in  aerospace — and  in  finance  and  the  utilities — are  one- 
time adjustments,  and  once  completed,  will  help  provide  a  more  solid  and 
efficient  economic  base  on  which  to  grow.  *» 
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he  vigorous  economic  recovery  now  underway  has  clearly  benefited  from  a  variety  of 
measures  taken  by  the  Governor  and  the  Legislature  to  improve  California's  business  climate 
and  its  competitive  position  in  the  national  and  global  marketplace.  Policies  that  ease  the 
burdens  of  taxation,  regulation  and  government  mandated  costs  are  all  helping  to  provide  the 
environment  for  economic  growth  necessary  for  a  solid  and  enduring  expansion. 

The  deep  recession  highlighted  a  set  of  serious  economic  policy  deficiencies  which  had  been 
allowed  to  develop  during  the  years  of  booming  economic  growth  in  the  late  1970s  and  1980s. 
These  included: 

•*•  A  heavy-handed  and  often  fragmented  regulatory  structure  that  paid  little  or  no  heed  to  the 
economic  consequences  of  its  actions. 

•*■  Costly  and  often  uncontrolled  mandates  on  employers,  such  as  a  workers'  compensation 
system  which  was  among  the  nation's  most  costly  and  least  effective  in  providing  assistance  to 
those  who  actually  suffered  industrial  injury. 

■*•  A  tax  structure  which  penalized  hard  work,  risk-taking  and  productive  investment. 

•*•  A  civil  liability  system  which  earned  California  the  reputation  as  one  of  the  most  litigious 
regions  of  the  nation — if  not  the  world — adding  unnecessary  business  costs  and  risks,  and 
placing  the  state  at  a  competitive  disadvantage  in  national  and  international  markets. 

The  industries  now  powering  California's  economic  resurgence — computer  services,  motion 
picture  production,  electronics  manufacturing,  biotechnology,  and  business  professions  and 
services — are  free  to  locate  wherever  they  wish.  Unlike  heavy  manufacturing,  they  are  not 
dependent  on  natural  resources  or  a  fixed  transportation  network.  They  need  not  be  close  to 
their  markets.  Each  of  these  industries  is  characterized  by  a  high  degree  of  entrepreneurship, 
risk-taking  and  mobility.  In  short,  they  are  not  compelled  to  locate  in  California. 

From  the  very  start,  the  Governor  recognized  that  California  could  not  expect  real  and  lasting 
economic  recovery  unless  and  until  the  State  was  willing  to  face  the  competitive  realities  of  the 
marketplace  and  of  its  new  industrial  base.  The  Governor  and  the  Legislature  have  already  taken 
some  important  first  steps  to  improve  California's  business  climate,  enhance  the  state's  competi- 
tiveness and  secure  its  economic  future.  Some  of  the  more  important  initial  measures  include: 
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Workers'  Compensation  Reform.  A  major  reform  of  the  workers'  compensation  system  is 
already  resulting  in  annual  reductions  of  nearly  $4  billion  in  employer  premiums,  compared  to 
1993  costs,  while  substantially  increasing  assistance  to  injured  workers.  (See  Figure  A) 


FIGURE  A 
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Business  Tax  Reforms.  A  targeted  business-tax  reform  bill,  Chapter  881,  Statutes  of  1993 
(SB  671),  provides  a  6-percent  tax  credit  on  the  purchase  of  manufacturing  equipment  for  existing 

firms,  and  an  exemption  from  the  5-percent  state  sales 
tax  for  new  companies.  Previously  California  was  one  of 
only  six  states  to  tax  manufacturing  equipment,  which 
added  directly  to  the  cost  of  productive  investment  in 
Workers  Compensation  the  state,  and  encouraged  manufacturers  to  locate 

Insuronce  Premiums  elsewhere. 

This  legislation  also  eliminated  the  "water's  edge" 
election  in  the  calculation  of  corporate  profits  for  multi- 
national firms — an  important  step  to  encourage  foreign 
investment  in  the  State.  In  addition,  this  bill  included  a 
50-percent  capital  gains  exclusion  for  small  business, 
reduced  the  surtax  applied  to  subchapter-S  small  busi- 
ness corporations  from  2.5  percent  to  1.5  percent,  and 
made  permanent  and  expanded  the  state's  research  and 
development  tax  credit. 

Other  important  tax  measures  include  bills  which: 
create  special  economic  development  zones  to  stimulate 
growth  in  areas  affected  by  the  1992  Los  Angeles  riots 
and  by  military  base  closures;  allow  new  start-up  firms  to 
carry-over  100  percent  of  losses  incurred  in  the  first 
three  years  of  business  for  up  to  eight  years;  modify  the  franchise  income  tax  allocation  factors 
to  double-weight  sales  (thereby  encouraging  the  production  of  export  goods  and  services  in 
California);  and  authorize  the  formation  of  limited  liability  companies  and  partnerships,  thus 
increasing  the  flexibility  that  small  businesses  have  in  structuring  their  firms. 


Personal  Income  Tax.  The  10-percent  and  11-percent  top  marginal  tax  rates  were  removed  on 
schedule  and  as  promised  effective  January  1,  1996. 

TeamCalifornia.  In  1993,  the  Governor  established  "TeamCalifornia,"  a  public-private  economic 
development  partnership.  This  network  has  come  to  the  assistance  of  numerous  businesses 
looking  to  relocate  or  expand  in  California.  In  1995,  TeamCalifornia  formed  project-specific  Red 
Teams  that  succeeded  in  assisting  companies  such  as  JVC,  Frito-Lay  McDonnell  Douglas, 
National  Semiconductor  and  Genencor  to  relocate  or  expand  in  California.  Red  Teams  helped 
create  more  than  12,000  jobs  and  retain  15,000  jobs  this  past  year  alone. 

Health  Insurance  Plan  of  California.  In  1992  the  Governor  sponsored  and  signed  legislation 
creating  the  Health  Insurance  Plan  of  California  (HIPC),  the  nation's  first  small  business  health 
insurance  purchasing  pool.  HIPC  has  become  a  model  for  the  nation  on  health  care  reform. 
Purchasing  cooperatives  help  small  companies  provide  coverage  for  employees  and  dependents 
at  reasonable  rates  without  employer  mandates.  The  program  is  currently  providing  coverage  to 
more  than  100,000  employees  and  dependents.  HIPC  is  providing  health  coverage  to  previously 
uninsured  Californians  and  reducing  costs  to  small  businesses  without  spending  one  tax  dollar. 

Regulatory  and  Permit  Reform.  The  Administration  has  taken  several  important  steps  to  ease 
the  burden  of  regulation  and  streamline  the  permitting  process.  CalEPA  has  established  regional 
Permit  Assistance  Centers  staffed  by  state,  regional  and  local  permitting  agencies.  CalEPA 
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developed  and  the  U.S.  EPA  accepted  an  innovative,  more  flexible  and  more  market-oriented  air 
quality  attainment  plan.  The  agency  has  also  established  a  pilot  permit  consolidation  zone 
program,  that  will  replace  the  present  system  of  individual  permits — which  can  take  months  or 
even  years  to  obtain — with  a  single,  comprehensive  compliance  assurance  plan,  received  within 
45  days  of  application.  California  and  Federal  EPAs  have  joined  in  a  "harmonization"  effort  to 
help  remove  unnecessary  duplication  of  effort  in  a  number  of  areas. 

Regulation  Review.  A  new  Regulation  Review  Unit  has  been  established  within  the  Trade  and 
Commerce  Agency  to  evaluate  the  economic  and  business  impacts  of  proposed  regulations,  to 
ensure  that  those  regulations  do  not  create  undue  economic  disruption  and  job  loss. 

California  Infrastructure  and  Economic  Development  Bank.  Legislation  enacted  in  1994 
and  1995  created  the  California  Infrastructure  and  Economic  Development  Bank,  to  facilitate 
the  financing  of  infrastructure  projects  at  all  levels  of  state  and  local  government.  The  Bank  will 
operate  much  as  an  investment  or  merchant  bank,  creating  pools  of  bonds,  utilizing  the  state's 
often-superior  access  to  credit  markets,  arranging  private  bond  insurance  to  back  some  of  the 
issues,  and  seeking  private  capital  when  appropriate.  The  Bank  will  also  make  possible,  in  many 
instances,  increased  utilization  of  available  federal  matching  funds  for  capital  projects,  possibly 
including  funds  in  recently  enacted  NAFTA-related  legislation. 

Although  the  enabling  legislation  included  limited  borrowing  authority  on  a  self-liquidating 
basis,  the  Bank  will  require  a  stable  source  of  working  capital  to  be  truly  effective.  Therefore, 
the  budget  includes  a  $100  million  bond  issue  dedicated  to  non-transportation  infrastructure, 
with  an  emphasis  on  projects  that  promote  economic  development. 

While  each  of  these  and  many  other  measures  are  helping  to  improve  California's  business 
climate  and  competitive  position,  much  more  needs  to  be  done.  For  example,  only  the  first 
steps  have  been  achieved  in  reforming  the  California  Environmental  Quality  Act  (CEQA) .  The 
Administration  gained  approval  for  legislation  streamlining  the  CEQA  process  for  development 
of  closed  military  bases.  However,  more  far-reaching  changes  are  needed.  The  law  needs  to 
recognize  the  effects  of  subsequent  legislation,  which  has  created  a  proliferation  of  specialized 
regulatory  agencies.  These  agencies  often  duplicate  the  requirements  of  CEQA,  reviewing, 
considering  and  regulating  air,  water,  waste,  and  other  environmental  impacts  of  both  new 
development  and  expansions  of  existing  facilities.  This  duplication  needs  to  be  eliminated,  and 
mitigation  measures  confined  to  eliminating  the  direct  impacts  of  proposed  projects.  The  goal  is 
to  ensure  that  California  businesses  do  not  continue  to  suffer  a  huge  competitive  disadvantage 
when  compared  to  regulations  in  other  states. 

Likewise,  more  progress  needs  to  be  made  in  reforming  the  state's  system  of  civil  liability.  One 
long-overdue  measure,  which  the  Governor  continues  to  support,  prevents  criminals  from 
receiving  damage  payments  for  injuries  suffered  as  a  consequence  of  their  criminal  activity. 
Further  reform  of  California's  civil  liability  system  is  needed  to  secure  California's  long-run 
economic  future. 
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Toward  a  Competitive  Tax  Structure.  The  reforms  of  business  taxation  represent  an  important 
first  step  in  aligning  California's  state  tax  burden  with  other  states,  especially  those  in  the  West. 
Nonetheless,  in  many  important  respects,  California  remains  a  high-tax  state. 

At  9.3  percent,  California  continues  to  have  the  second-highest  nominal  corporate  tax  rate  in  the 
West  (only  resource-based  Alaska  is  higher  at  9.4  percent)  and  more  importantly,  the  second 
highest  effective  corporate  burden  among  the  nation's  industrial  states  (only  Michigan's  is 
higher  as  a  percent  of  state  income) .  And,  even  after  removing  the  top  10  and  1 1  percent  rates, 
California's  top  marginal  personal  income  tax  rate  of  9.3  percent  remains  among  the  highest  in 
the  nation. 
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The  Governor's  Budget  includes  both  broad-based  and  targeted  tax  measures  designed  to 
enhance  the  State's  competitive  position  and  provide  needed  tax  relief  for  households  and 
businesses.  The  broad  measures  are: 

■*•  A  phased  15-percent  reduction  in  personal  income  tax  rates,  which  after  three  years  will 
reduce  the  current  range  of  1  percent  to  93  percent  to  a  range  of  0.85  percent  to 
7.91  percent. 

•*■  A  phased  15-percent  reduction  in  the  bank  and  corporation  tax  rate,  from  the  present 
9.3  percent  to  7.91  percent  by  1999. 

Other  targeted  tax  measures,  some  of  them  designed  to  expand  provisions  of  previously  passed 
legislation,  include: 

■*■  Increasing  the  Research  and  Development  Tax  Credit  from  8  to  12  percent,  and  from  12  to  24 
percent  for  university  contracts,  crucial  for  maintaining  growth  in  the  State's  high-technology 
sectors. 

•*•  A  reduction  over  three  years  in  the  gross  premium  tax  on  annuities,  from  the  present 

2.35  percent  to  0.5  percent.  California  is  among  the  few  states  that  tax  annuity  contributions. 
This  tax  creates  a  significant  distortion  in  the  market  for  retirement  savings,  placing  the 
California  insurance  industry  at  a  disadvantage  relative  to  other  similar  savings  vehicles 
offered  by  non-insurance  financial  services  providers. 

■*■  Enhancing  the  manufacturing  equipment  credit  and  net  operating  loss  carryover  for  specified 
biopharmaceutical  activities. 

Providing  enhanced  enterprise  zone  provisions  for  aerospace  workers. 


•*•  Exempting  sales  tax  on  aircraft  parts  and  repairs 


■*■  Increasing  the  amount  of  capital  outlay  which  can  be  expensed  by  small  business  to  $17,500 
per  year. 

■*■  Allowing  a  capital  loss  deduction  for  first-time  homebuyers. 

How  Taxes  Affect  Economic  Competition.  Taxes  affect  economic  decisions  made  by  both 
businesses  and  households.  Business  decisions  on  hiring,  investment  and  location  are  affected 
by  taxes.  Households  and  individuals  are  also  influenced  by  tax  rates  when  deciding  where  to 
live  and  whether  or  how  much  to  work.  In  other  words,  even  apart  from  "tax  relief,"  there  are 
sound  economic  reasons  for  seeking  to  reduce  California's  tax  burden. 

For  businesses,  taxes — like  wages  and  the  cost  of  materials — represent  a  cost  of  doing  business. 
Moreover,  some  taxes  directly  affect  returns  on  investment.  Corporate  officers  have  a  fiduciary 
duty  to  obtain  the  highest  possible  return  (adjusted  for  risk)  on  the  shareholders'  investment. 
Among  the  many  factors  considered  when  making  investment  and  employment  decisions,  state 
and  local  taxes  are  an  important  element  in  determining  returns  on  shareholders'  investment.  It 
stands  to  reason  that  states  which  levy  high  business  taxes  are  at  a  disadvantage  when  busi- 
nesses evaluate  competing  locations. 

Like  corporate  officers,  entrepreneurs  also  seek  to  maximize  profit  and  reduce  costs.  While  they 
may  not  have  a  responsibility  to  shareholders,  they  would  be  irrational  if  they  did  not  seek  to 
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earn  a  competitive  rate  of  return  on  their  investment  and  on  their  time,  skill  and  labor.  Thus, 
they  too  are  influenced  by  state  and  local  tax  burdens  when  making  location  decisions. 

The  same  is  true  of  individual  workers.  Ultimately,  employees  are  interested  in  their  take-home 
pay,  after  taxes.  If  taxes  are  higher  in  one  state  than  in  another,  workers  in  the  high-tax  state  will 
either  be  paid  more  in  pre-tax  wages — thereby  increasing  wage  costs  for  business — or  they  will 
migrate  to  a  place  where  taxes  are  lower  and  after-tax  pay  is  higher.  High-tax  states  are  at  a 
double  disadvantage  when  seeking  to  retain  or  expand  private  jobs:  businesses  face  not  only 
higher  tax  costs,  but  also  higher  wage  costs  in  a  high-income  tax  state. 

A  progressive  tax  system,  in  which  higher  income  earners  are  taxed  relatively  more  than  lower 
earners,  magnifies  workers'  and  businesses'  tax-related  location  decisions.  Highly  paid  workers 
are  usually  better  educated,  more  highly  skilled  and  more  mobile.  High  marginal  tax  rates  are 
therefore  more  likely  to  encourage  highly  skilled  workers  to  migrate — or  require  their  employ- 
ers to  pay  higher  pre-tax  wages.  Therefore,  relatively  high  marginal  tax  rates,  such  as  Californias, 
tend  to  have  a  larger  impact  on  economic  competitiveness  than  do  average  tax  rates.  Firms  that 
require  highly  skilled  workers  will  tend  to  follow  them  to  lower  tax  environments.  This  is 
particularly  important  for  California,  given  its  high-technology  industry  base,  and  the  need  to 
maintain  that  base  to  ensure  continued  economic  expansion. 

The  targeted  tax  cut  proposals  are  also  aimed  at  retaining  and  expanding  California's  high- 
technology  industrial  base,  thus  exploiting  our  comparative  advantage.  The  provisions  which  are 
designed  to  help  small  business,  recognize  the  entrepreneurial  nature  of  this  vital  segment  of 
California's  economy.  «• 
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'ast  year,  at  the  Governor's  request,  the  Education  Commission  of  the  States  (ECS) 
initiated  a  fresh  look  at  a  California  school  system  facing  new  demands,  new  challenges,  and 
mounting  pressure  to  improve.  In  its  report,  Rising  to  the  Challenge,  ECS  found  evidence  that 
California's  school  system  had  not  only  maintained,  but — in  some  respects — actually  improved 
its  performance  over  the  past  decade. 

However,  ECS  also  found  evidence  that  California's  school  system  was  not  improving  fast 
enough  to  keep  pace  with  the  demands  being  placed  upon  it.  In  the  most  recent  national  tests, 
for  example,  California's  fourth  graders  tied  for  last  in  the  nation  in  reading  proficiency. 

For  these  reasons,  the  Governor  is  committed  to  a  new  state  role  in  public  education.  The 
Governor  believes  the  state's  role  should  be  to  provide: 

•*■  Clear  performance  standards  in  support  of  academic  excellence. 

■*•  Flexibility  in  the  methods  used  to  achieve  the  standards. 

•*■  Incentives  for  achieving  the  standards  as  well  as  consequences  for  failing  to  do  so. 

■*•  Accountability  for  outcomes  for  all  participants. 

The  state  must  also  provide  appropriate  funding  for  the  public  schools.  In  this  regard,  the 
Governor  has  consistently  given  public  education  first  priority  in  the  competition  for  limited 
state  resources.  From  1990-91  through  1996-97,  total  funding  for  K-12  schools  will  have  in- 
creased by  $6.9  billion.  Under  the  Governor's  budget  proposal  for  1996-97,  more  than 
72  percent  of  all  new  General  Fund  revenues  will  be  dedicated  to  K-12  education. 

As  important  as  funding  is,  however,  the  Governor  also  believes  that  more  money  alone  is  not 
the  answer  to  improving  public  education.   Of  even  greater  importance  is  how  these  funds  are 
used.   If  today's  students  are  to  compete  in  the  information-based,  global  economy  of  the 
21st  century,  California's  public  schools  must  ensure  that  the  minimum  prerequisites  to  learning 
are  met:   a  safe,  orderly  learning  environment  and  effective  teaching  of  "the  basics." 

The  Governor  believes  that  just  as  partisan  lines  were  crossed  to  enact  real  workers'  compensa- 
tion reform  and  tougher  criminal  laws,  significant  reforms  must  be  enacted  to  improve  our 
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schools.  In  support  of  this  objective,  the  Administration  proposes  the  following  K-12  education 
initiatives: 

Strengthening  School  Safety,  Order,  and  Discipline.  Under  California's  Constitution, 
children  have  a  right  to  an  education;  for  students  to  be  able  to  benefit  from  that  education,  a 
safe  and  secure  learning  environment  is  essential.  The  Governor's  Budget  includes  $45.8  million 
to  provide  alternative  education  programs  (community  day  schools)  for  expelled,  probation- 
referred,  and  other  disruptive  pupils,  thereby  making  regular  school  campuses  safer  for  all 
other  students.  The  Governor's  Budget  also  proposes  a  total  of  $20  million  to  fund  costs 
associated  with  the  recent  expansion  of  mandatory  expulsion  laws  for  students  who  possess 
firearms  or  sell  drugs  on  campus.  Students  who  have  been  expelled  are  provided  an  education 
through  alternative  education  programs,  such  as  county  community  schools,  which  cost  an 
additional  $2,400  per  year  on  average. 

Ensuring  that  Students  Master  the  Basics.  The  Administration  is  strongly  committed  to 
ensuring  that  all  children  receive  a  solid  foundation  in  the  basic  skills  of  reading  and  mathemat- 
ics as  a  necessary  prerequisite  to  mastery  of  higher  learning  skills.  Toward  this  end,  the 
Governor's  Budget  includes  $  100  million  to  support  a  variety  of  initiatives  to  improve  the 
teaching  of  reading  and  mathematics  in  the  elementary  grades,  which  are  the  most  critical 
subject  areas  for  that  age  group.  A  significant  portion  of  the  funding  will  be  allocated  on  a  per 
pupil  basis.  Also  proposed  is  funding  for  staff  development,  to  provide  intensive  local  training 
on  expected  revisions  to  both  the  reading  and  math  curriculum.  Funding  for  library  media 
resources  and  purchase  of  new  textbooks  also  is  an  important  component  of  this  initiative. 

Increasing  Access  to  Educational  Technology.  The  Administration  also  believes  that  com- 
puter literacy  must  be  included  as  a  new  "basic"  that  is  vital  to  a  student's  success  in  and  out  of 
the  classroom.  Last  year,  the  Governor  announced  an  ambitious  goal  of  moving  California  to 
first  in  the  nation  in  computers  per  student  and  provided  $  10  million  to  support  the  refurbish- 
ing and  upgrading  of  donated  computers  for  placement  in  the  public  schools.  The  1996-97 
Governor's  Budget  provides  an  additional  $  100  million  in  one-time  funds  for  schools  to  acquire 
new  and  refurbished  computers  and  other  educational  technology. 

Reducing  the  Administrative  Burden.  The  Administration  is  again  sponsoring  legislation  to 
repeal  the  11,000-page  Education  Code  and  replace  it  with  a  streamlined,  one-volume  version 
based  on  the  "new  state  role"  outlined  above. 

Setting  High  Standards  and  Accountability  for  Results.  Chapter  975,  Statutes  of  1995, 
(AB  265)  provides  for  the  establishment  of  statewide  academic  content  and  performance  standards. 
This  measure  also  creates  a  revised  state  testing  program  that  will  provide,  for  the  first  time, 
valid,  reliable,  and  comparable  information  on  students'  academic  achievement  in  grades  2 
through  10.  The  Administration  also  continues  to  propose  creation  of  a  new  merit  diploma 
that  will  be  awarded  to  students  who  demonstrate  mastery  of  a  broad  range  of  academic 
subjects. 

Recruiting  and  Retaining  Outstanding  Teachers.   The  Administration  believes  that  teachers, 
as  professionals,  should  also  be  held  accountable  for  results — particularly,  for  improving  the 
academic  achievement  of  their  students.  The  Administration  continues  to  propose  to  repeal 
and  modify  laws  that  give  non-performing  teachers  extraordinary  employment  protection.  The 
Administration  will  again  propose  legislation  to  repeal  the  requirement  for  a  uniform,  single 
salary  schedule,  thereby  allowing  districts  to  compensate  teachers  based  on  factors  other  than 
years  of  experience  and  accumulation  of  education  credits.  The  Administration  continues  to 
support  alternative  credentialing  programs  whereby  talented  professionals,  formerly  employed 
in  the  military  services  or  other  fields,  may  utilize  an  expedited  process  for  becoming  teachers. 
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Expanding  the  Prevention  Agenda.  The  Governor's  Budget  proposes  an  increase  of 
$10  million  for  the  Healthy  Start  program  to  expand  the  coordination  and  integration  of  health 
and  social  services  for  children  at  school  sites.  This  higher  level  of  funding,  a  total  of  $49  million, 
will  provide  approximately  300  additional  schools  with  three  years  of  funding  and  will  serve 
more  than  100,000  additional  students  annually. 

The  budget  also  provides  a  $20  million  increase  in  funding  for  preschool  programs  to  complete 
the  $40  million  expansion  begun  in  1995-96.  The  additional  funds  will  ensure  that  more 
preschoolers  receive  services  to  become  ready  for  kindergarten. 

These  programs  are  a  vital  part  of  the  Governor's  prevention  agenda  aimed  at  addressing 
students'  health,  social,  and  nutrition  problems  before  they  become  bigger  problems  and  impair 
a  student's  ability  to  learn. 

The  budget  also  proposes  $5  million  for  a  pilot  project  to  establish  single-gender  schools.  The 
Governor's  Budget  proposes  to  sponsor  20  single  gender  academies  for  students  who  have  a 
high  probability  of  doing  poorly  or  dropping  out  of  school.  These  pilot  schools  are  expected  to 
be  authorized  within  the  current  legal  framework  for  magnet  schools.  Under  that  general 
structure,  programs  can  emphasize  parental  involvement,  mentors,  and  fostering  community 
and  business  partnerships. 

These  academies  will  be  offered  throughout  the  state  in  those  geographic  and  socioeconomic 
communities  which  will  most  likely  benefit  from  the  goal  of  giving  at-risk  children  a  better 
opportunity  at  a  productive  life.  Commitments  of  support  from  the  private  sector  and  the 
surrounding  community  will  enhance  the  probabilities  of  successful  academies. 

Goals  2000/California  School  Reform.   The  Goals  2000:  Educate  America  Act  was  signed  in 
March  of  1994.  The  act  provides  funding  to  states  to  engage  in  "systemic"  school  reform.  In 
1994-95,  California  applied  for  and  received  approximately  $10.3  million,  which  was  used  for 
state  planning  activities  and  development  of  local  improvement  plans.   For  1995-96,  California 
has  been  authorized  to  receive  approximately  $42  million  to  carry  out  second-year  Goals  2000 
activities.   Since  the  federal  Goals  2000  legislation  contains  potential  restrictions  on  how  Califor- 
nia should  spend  the  funds,  as  well  as  a  requirement  that  California's  improvement  plan  is 
subject  to  approval  and  modification  by  the  U.S.  Secretary  of  Education,  the  funds  have  not 
been  accepted  by  the  Administration. 

Included  in  the  State's  General  Fund  Reserve  for  Economic  Uncertainties  is  $42  million,  which 
will  allow  California  to  achieve  "systemic"  education  reform  pursuant  to  state-determined  policy. 
This  money  will  not  be  necessary  if  California  can  be  assured  that  if  it  accepts  federal  Goals  2000 
funds,  it  will  receive  a  full  and  unconditional  waiver  of  any  right  of  federal  regulation,  notwith- 
standing any  statutory  language,  express  or  implied,  to  the  contrary. 

School  Construction.  The  Department  of  Finance  1995  Capital  Outlay  and  Infrastructure 
Report  projects  that  the  total  cost  for  K-12  new  construction,  modernization,  and  deferred 
maintenance  over  the  next  ten-years  will  be  approximately  $17  billion.   Given  competing 
priorities  for  limited  state  bonding  capacity,  the  state  alone  cannot  meet  this  demand.  There- 
fore, a  new  program  for  school  construction  is  needed,  one  that  maximizes  the  number  of 
projects  funded  with  a  given  level  of  state  participation.  This  program  would  recognize  that 
local  school  districts  have  resources  in  addition  to  those  of  the  state  upon  which  to  draw  for 
school  construction.  These  resources  include  local  General  Obligation  bonds,  Mello-Roos 
funding,  developer  fees,  mitigation  charges,  and  revenues  from  asset  management  programs. 
While  the  Governor  continues  to  support  amending  the  State  Constitution  to  reduce  the  vote 
requirement  for  local  bonds  from  two-thirds  to  a  simple  majority,  this  may  not  be  the  immediate 
solution  to  the  urgent  problem  facing  school  districts.  Furthermore,  the  Legislature  has  passed 
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measures  which  would  improve  certain  aspects  of  the  school  construction  program,  but  these 
bills  have  not  gone  far  enough  in  changing  the  state's  role  from  the  provider  of  first  resort,  nor 
in  requiring  sufficient  local  contributions. 

Under  the  existing  State  School  Building  Lease  Purchase  Program,  a  school  district  may  receive 
funding  for  new  school  construction,  for  reconstruction,  or  for  modernization  of  existing 
facilities.  The  existing  program,  however,  is  difficult  to  understand,  complex  to  administer,  and 
relies  on  a  significant  financial  contribution  of  General  Obligation  bond  funds  from  the  state. 
Because  the  voters  have  not  passed  a  school  bond  since  1992,  there  is  considerable  unmet 
demand  for  school  construction  funds  under  the  existing  program. 

The  state  has  already  approved  school  construction  and  modernization  projects  totaling  over 
$1  billion  (pending  availability  of  funding)  but  has  well  over  $2  billion  in  pending  requests. 
Therefore,  the  Governor  supports  the  enactment  of  a  bond  measure  in  1996  of  $2,025  billion 
to  fund  projects  eligible  under  the  existing  statutory  program.  The  Governor's  support  for  any 
subsequent  bond  measure  will  be  predicated  upon  the  enactment  of  program  reforms  which  he 
believes  are  necessary  to  provide  the  classrooms  for  the  students  of  California. 

Specifically,  the  new  program  would  involve  a  greater  commitment  of  local  resources  and 
include  additional  features  to  streamline  the  program.  In  addition,  the  contributions  made  by 
the  state  through  General  Obligation  bonds  will  enable  schools  to  house  more  students  than  the 
current  program.  Following  are  specific  components  of  the  Governor's  reform  proposal: 

"*■  School  districts  must  reach  a  specific  level  of  local  bonded  indebtedness  prior  to  eligibility  for 
state  funds. 

■*■  The  level  of  state  participation  in  projects  for  new  construction  would  be  based  on  the  level 
of  overcrowding  due  to  growth  after  a  specific  date. 

•*•  The  state  would  provide  funding  based  on  a  calculated  amount  per  project,  taking  into 
account  cost-saving  alternatives  and  a  reasonable  level  of  local  contribution. 

•*"  Streamlining  measures  must  be  enacted  to  ensure  that  the  application  and  oversight  process 
at  the  state  level  will  expedite  construction  and  be  less  onerous  than  the  current  program. 

■*■  Any  projects  funded  from  state  bonds  subsequent  to  the  $2,025  billion  bond  supported  by 
the  Governor  must  meet  all  eligibility  criteria  established  for  the  new  program. 

■*■  For  those  districts  not  eligible  to  participate  in  the  new  state  program,  but  which  have  critical 
unmet  housing  needs,  the  existing  state  portable  classroom  program  would  remain  as  an 
available  option. 

•*•  In  addition,  the  Administration  remains  committed  to  its  proposal,  introduced  in  SB  1185 
during  the  first  half  of  the  current  legislative  session,  which  would  give  districts  an  alternative 
funding  source  through  a  loan  program  financed  through  the  sale  of  revenue  bonds. 

In  addition  to  inclusion  of  a  K-12  school  facilities  bond,  the  budget  reflects  an  additional 
$25  million  to  be  generated  by  prioritizing  workload  to  clear  the  backlog  of  close-out  audits  on 
completed  projects.  For  1994-95,  an  adjustment  has  been  included  to  reflect  an  additional 
$53.7  million  which  is  available  from  prior  bond  measures.  S3B 
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'alifornia  faces  increasing  competition  in  the  global  marketplace,  and  a  strong  system  of 
higher  education  is  one  of  the  state's  most  powerful  advantages  in  this  new  environment.  The 
state's  colleges  and  universities  are  among  the  finest  in  the  world,  and  they  endow  our  citizens 
with  enormous  benefits  economically  and  socially,  as  well  as  individually.  The  research  con- 
ducted in  the  universities  expands  the  frontiers  of  knowledge,  and  the  wider  application  of  this 
knowledge  helps  fuel  the  engine  of  our  economy.  Having  a  skilled  workforce  is  a  significant 
incentive  for  companies  to  move  to  or  stay  in  California.  Our  society  benefits  as  students  ex- 
change ideas  and  share  life  experiences,  broadening  their  horizons  and  learning  more  about 
each  other  and  the  world  at  large. 

For  these  reasons,  the  Administration  is  committed  to  building  and  maintaining  access  to  the 
state's  higher  education  system.  The  promise  of  affordable,  accessible  and  high-quality  college 
and  university  education,  which  was  made  to  past  generations  of  Californians,  is  being  kept  and 
renewed. 

THE  COMPACT 

Last  year,  after  years  of  budgetary  losses  resulting  from  California's  fiscal  difficulties  in  the  early 
1990s,  the  state's  fiscal  resources  began  to  improve.  The  Administration  determined  that  one  of 
its  highest  priorities  for  utilizing  the  new  revenues  was  to  increase  the  state's  investment  in 
higher  education.  At  that  time,  the  budget  proposed  a  four-year  compact  with  the  University  of 
California  (UC)  and  the  California  State  University  (CSU)  to  provide  a  framework  of  budgetary 
stability.  The  four-year  plan  provided  for  annual  increases  in  General  Fund  support  and  capital 
outlay  funding,  but  recognized  that  productivity  improvements  and  student  fee  increases  may 
also  be  necessary  to  produce  the  resources  required  to  achieve  the  compact's  goals  of  increased 
enrollments,  improved  student  outcomes,  and  competitive  faculty  salaries.  The  compact  com- 
mits the  segments  to  setting  aside  at  least  one-third  of  new  fee  revenues  for  financial  aid,  to 
offset  the  effect  of  fee  increases  on  needy  students.  However,  for  1996-97,  the  Governor's 
Budget  includes  sufficient  General  Fund  to  avoid  a  fee  increase  at  both  UC  and  CSU.  This  will 
mean  that  students  will  have  level  fees  for  the  first  two  years  of  the  compact. 

FIRST-YEAR  RESULTS 

Enrollments.  Both  UC  and  CSU  have  achieved  significant  gains  in  enrollment,  exceeding  the 
compact's  first  year  goal.  UC's  enrollment  has  increased  to  153,000  full-time  equivalent  (FTE) 
students  in  the  current  year,  which  is  3,000  FTE  more  than  budgeted.  For  1996-97,  UC  plans  to 
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increase  budgeted  enrollments  by  1,500  FTE,  and  will  continue  to  admit  all  eligible  students. 
CSU's  current-year  enrollment  is  estimated  at  253,100  FTE,  which  is  700  FTE  more  than  bud- 
geted, and  represents  an  increase  of  6,000  FTE  over  last  year.  For  1996-97,  CSU  is  proposing  to 
increase  budgeted  enrollments  by  2,000. 

Increased  Portability  and  Transferability  of  Courses.  UC  and  CSU  continue  to  work  suc- 
cessfully with  each  other  and  the  community  colleges  to  improve  the  transferability  of  courses 
among  the  three  segments.  Both  UC  and  CSU  will  prepare  a  report  by  September  15,  1996  on 
their  accomplishments  in  this  area,  which  are  numerous  and  varied.  Examples  of  these  activities 
are: 

•*•  UC  and  CSU  have  established  a  common  set  of  general  education  courses  required  for 
students  seeking  to  transfer  from  the  community  colleges. 

■*■  All  UC  and  CSU  campuses  have  "articulation  agreements"  with  community  colleges  which 
identify  courses  needed  for  specific  majors. 

■*■  System-wide  intersegmental  activities  include:  the  California  Articulation  Number  system, 
which  assigns  common  course  numbers  across  all  three  systems  for  transferable  courses; 
Counselor  Institutes,  through  which  UC  and  CSU  provide  comprehensive  training  on  the 
transfer  process  to  community  college  counselors;  and  Project  ASSIST,  a  statewide  computer- 
ized database  that  provides  information  on  the  articulation  agreements  and  analyzes  indi- 
vidual transcripts  to  let  students  know  what  additional  courses  they  need  to  take. 

■*■  At  the  campus  level,  individual  UC  and  CSU  campuses  engage  in  local  and  regional  activities 
with  each  other  and  the  community  colleges. 

Increases  in  Productivity.  In  the  first  year  of  the  compact,  both  UC  and  CSU  have  met  the 
compact's  goal  of  achieving  at  least  $10  million  annually  in  new  savings  through  productivity 
improvements.  Both  systems  have  attained  significant  savings  through  technology,  and  indicate 
that  substantial  new  technology  investments  will  continue  to  increase  productivity.  UC  and  CSU 
have  also  have  achieved  savings  by  re-engineering  and  streamlining  administrative  processes,  by 
decentralizing  authority  to  the  campuses  and  within  campuses,  and  by  obtaining  increased 
managerial  flexibility.  Other  savings  strategies  include  renegotiating  utility  rates,  obtaining 
volume-purchase  discounts,  and  pursuing  computer  software  site  licenses. 

Graduation  Times  and  Rates.  Student  outcomes  are  improving  in  both  UC  and  CSU.  At  UC, 
where  most  undergraduates  attend  full-time,  and  only  one-fifth  work  20  hours  or  more  per 
week,  students  graduate  in  an  average  4.3  years  of  enrolled  time  (i.e.,  excluding  time  when  a 
student  did  not  enroll  in  order  to  work  or  travel).  While  this  average  graduation  time  has 
remained  stable  over  many  years,  the  percentage  of  graduating  students  is  increasing.  The 
percentage  of  students  graduating  within  six  years  has  increased  from  65  percent  to  73  percent 
over  the  last  six  years. 

At  CSU,  where  many  students  attend  part-time  and  one-third  work  30  hours  or  more  per  week, 
new  freshmen  graduate  in  an  average  4.9  years  of  enrolled  time.  As  with  UC,  CSU's  average 
time  to  graduate  has  been  stable  over  many  years,  and  the  percentage  graduating  is  steadily 
improving.  Based  on  five-year  persistence  rates,  which  are  highly  predictive  of  eventual  gradua- 
tion rates,  CSU  indicates  that  its  graduation  rates  for  new  freshmen  have  increased  from  44  per- 
cent to  52  percent  over  the  last  12  years. 

Faculty  Salaries.   Since  a  high-caliber  faculty  is  critical  to  high-quality  instruction,  an  important 
goal  for  the  four-year  compact  period  is  to  raise  faculty  salaries,  which  have  been  lagging  behind 
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comparable  institutions  for  several  years,  to  levels  that  will  enable  UC  and  CSU  to  compete 
successfully  for  the  best  faculty  in  the  nation.  Both  UC  and  CSU  have  made  progress  toward 
that  goal.  Salary  increases  provided  in  1995-96  have  enabled  UC  to  reduce  the  salary  lag  from  a 
projected  10.4  percent  below  comparable  institutions  to  7.4  percent.  Similarly,  CSU  reduced  its 
1995-96  salary  lag  from  a  projected  12.7  percent  to  95  percent.  It  is  planned  that  faculty 
salaries  will  become  increasingly  competitive  over  the  remainder  of  the  compact  period.  An 
additional  goal  of  the  compact  is  that  the  faculty  compensation  system  emphasize  performance- 
based  increases.  While  UC's  system  has  always  been  strongly  performance  based,  CSU's  system 
was  much  less  so.  However,  for  1995-96,  CSU  and  its  faculty  agreed  to  a  major  re-orientation  of 
the  compensation  system  towards  performance-based  increases. 

Capital  Outlay.  In  the  first  year  of  the  compact,  UC  and  CSU  received  lease-revenue  bond 
authority  for  capital  outlay  projects  totaling  $297.8  million.  In  combination  with  remaining 
balances  from  General  Obligation  bonds,  UC  and  CSU  were  able  to  address  numerous  high- 
priority  seismic,  fire  and  life  safety,  infrastructure,  and  educational  technology  projects.  For 
1996-97,  the  Administration  supports  a  General  Obligation  bond  measure  containing 
$975  million  for  higher  education  capital  outlay  projects. 

THE  CONTINUING  PROMISE 

The  four-year  compact  produces  much-needed  stability  for  California's  higher  education  system 
that  will  enable  it  to  meet  the  challenge  of  providing  a  growing  population  with  high-quality 
education.  The  commitments  in  the  compact  will  help  UC  and  CSU  as  they  continue  to  provide 
rich  dividends  to  the  people  of  California — not  only  in  the  academic  marketplace,  but  in  the 
global  marketplace. 

COMMUNITY  COLLEGES 

The  community  colleges  play  an  essential  role  in  workforce  preparation  and  provide  the  first 
two  years  of  education  toward  a  degree.  They  are  an  integral  part  of  California's  higher  educa- 
tion system.  Consistent  with  UC  and  CSU,  there  will  be  no  fee  increase  in  1996-97;  California's 
community  college  fees  remain  the  lowest  in  the  nation. 

The  budget  proposes  a  total  increase  of  $129  million,  plus  $70  million  of  one-time  funding  for 
instructional  equipment  and  deferred  maintenance.  These  increases  provide  the  resources  to 
address  the  Administration's  policy  objectives  for  the  community  colleges.  These  include:  use 
of  technology  to  improve  instructional  quality,  implementing  innovative  teaching  methods,  and 
expanding  access  to  ensure  a  well-trained,  competent  work  force  capable  of  competing  in  the 
job  market  of  the  next  century^ 
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'oth  the  State  and  its  local  governments  share  common  interests  and  responsibilities  in 
providing  services  to  the  citizens  of  California.  As  California's  economy  rebounds,  it  is  impera- 
tive that  each  level  of  government  invest  its  resources  in  programs  that  are  a  priority  to  the 
people  of  California.  Each  level  of  government  must  be  deliberative  about  the  choices  it  makes 
in  terms  of  these  investments  in  order  to  avoid  the  kind  of  autopilot  spending  California  has 
had  in  the  past.  Each  level  of  government  must  make  financial  and  programmatic  decisions 
which  will  expand  opportunities  for  Californians. 

The  first  responsibility  of  government  is  to  ensure  essential  public  safety.  This  Administration 
believes  that  public  safety  must  continue  to  be  at  the  forefront  of  issues  addressed  by  both  state 
and  local  government.  Because  of  the  costs  of  crime,  both  in  terms  of  dollars  as  well  as  the 
human  costs,  the  1996-97  Governor's  Budget  proposes  a  series  of  initiatives  to  continue  the 
enhancement  of  public  safety  programs. 

ATTACKING  THE  JUVENILE  CRIME  CRISIS 

Like  the  rest  of  the  nation,  California  faces  an  undeniable  crisis  of  juvenile  violence: 

■*■  Juvenile  arrests  for  violent  offenses  have  increased  at  more  than  three  times  the  rate  of  adult 
arrests  since  1987. 

"*"  Juvenile  arrests  statewide  are  projected  to  soar  62  percent  by  2004. 

"*"  Nine  out  of  ten  young  wards  in  the  California  Youth  Authority  (CYA)  today  will  eventually  be 
arrested  as  adults. 

■*■  There  are  more  than  1,000  street  gangs  in  Los  Angeles  alone,  and  their  membership  has 
tripled  to  150,000  in  less  than  a  generation. 

•*■  Gang  crimes  in  Los  Angeles  County  are  up  20  percent  since  1994. 

No  one  in  California  can  ignore  this  crisis;  all  levels  of  government  must  join  together  in  ad- 
dressing the  state's  juvenile  crime  problem.  The  Governor's  Budget  proposes  a  comprehensive 
program  to  reduce  juvenile  crime  and  dismantle  violent  street  gangs. 
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ZERO  TOLERANCE  FOR  JUVENILE  GUN  VIOLENCE 

In  1994,  the  Governor  directed  the  California  Council  on  Criminal  Justice  to  review  the  problem 
of  juvenile  gun  violence  and  report  its  findings  and  recommendations.  The  Council  held  a 
number  of  public  hearings  and  reported  to  the  Governor  in  October  1995. 

The  Administration  will  sponsor  legislation  to  implement  the  following  recommendations  of  the 
'    task  force: 

"*■  Require  mandatory  detainment  of  any  juvenile  who  unlawfully  uses  a  gun,  until  he  or  she 
appears  before  a  judge. 
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"*■  Increase  the  penalty  to  a  felony  for  federally  licensed  firearms  dealers  who  sell  a  firearm  to  a 
minor. 

■*■  Eliminate  probation  as  an  option  for  juveniles  convicted  of  using  a  firearm  during  the  com- 
mission of  a  violent  crime. 

■*•  Give  district  attorneys  the  discretion  to  prosecute  any  16-  to  17-year  old  charged  with  the  use 
of  a  gun  to  commit  a  crime  in  adult  courts. 

•*■  Prohibit  court-appointed  referees  from  presiding  over  hearings  to  determine  if  juvenile 
offenders  are  eligible  for  trial  in  adult  court  for  serious  or  violent  offenses. 

■*■  Disarm  convicted  juvenile  offenders  by  requiring  warrantless  searches  as  a  condition  of 
parole  or  probation. 

ISOLATE  AND  DISMANTLE  VIOLENT  STREET  GANGS 

The  Governor  has  successfully  championed  increased  penalties  for  violent  gang  crimes  and 
activities.  The  Governor's  Budget  proposes  the  following  additional  activities: 

■*■  Establishment  of  a  $2.5  million  Gang  Civil  Injunction  Fund,  to  provide  grants  to  local  pros- 
ecutors and  underwrite  the  costs  of  obtaining  and  enforcing  additional  injunctions  against 
threatening  or  intimidating  gang  activities. 

■*"  Reauthorization  and  improvement  of  the  Street  Terrorism  and  Prevention  Act,  making  it 
easier  for  prosecutors  to  gain  convictions,  seize  assets,  liberalize  the  legal  definitions  of  a 
street  gang  and  gang-related  offenses,  and  enhance  penalties  for  felonies  committed  by 
criminal  street  gangs. 

The  Governor's  Budget  also  includes  funding  to  expand  a  number  of  effective  anti-gang  pro- 
grams currently  operated  by  the  California  Youth  Authority.  These  include  programs  to  identify 
and  counsel  wards  who  are  members  of  violent  street  gangs;  track  cases  of  violent  street  gang 
members  deported  by  the  Immigration  and  Naturalization  Service;  enhance  supervision  of 
paroled  gang  members  and;  upon  request  by  any  CYA  ward,  provide  free  removal  of  visible 
tattoos. The  budget  also  includes  $500  thousand  to  supplement  curfew  enforcement  strategies  in 
the  11  counties  currently  participating  in  the  state's  Gang  Violence  Suppression  Program. 

To  deter  juvenile  crime,  the  Governor  proposes  to: 

•*■  Limit  each  juvenile  offender  to  one  grant  of  probation  for  a  serious  or  violent  offense. 
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■*•  Provide  a  tangible,  increased  consequence  for  each  contact  a  juvenile  has  with  the  California 
justice  system. 

•*■  Eliminate  confidentiality  protections  currently  applicable  to  juvenile  offender  proceedings. 

■*•  Prohibit  courts  from  sealing  or  destroying  the  records  of  any  juvenile  convicted  of  a  serious 
or  violent  offense. 

■*■  Require  law  enforcement  officials  to  release  the  name  of  a  minor  14  years  of  age  or  older  who 
is  arrested  for  a  serious  or  violent  offense. 

These  changes  will  require  a  comprehensive  overhaul  of  the  state's  juvenile  justice  information 
management  systems.  The  Governor  will  direct  the  state's  Chief  Information  Officer,  in  coordi- 
nation with  other  appropriate  parties,  to  review  current  systems  and  develop  an  appropriate 
strategy  to  meet  the  information  needs  posed  by  these  legal  reforms. 

These  proposals  will  result  in  a  fundamental  restructuring  of  California's  juvenile  justice  system 
in  ways  that  affect  county  probation  and  other  local  law  enforcement  departments  and  the 
courts.  The  Governor  will  direct  the  California  Council  on  Criminal  Justice  to  hold  hearings  on 
the  impact  of  these  changes  and  report  their  findings  no  later  than  October  1996. 

PREVENTING  JUVENILE  CRIME 

The  Governor  recognizes  the  value  of  structured  programs  to  assist  juvenile  offenders  in  reject- 
ing a  criminal  career  and  rejoining  society  as  a  productive  member.  If,  as  is  proposed,  judges 
cannot  grant  probation  to  juveniles  convicted  of  a  second  offense,  then  current  sentencing 
options  -  the  Department  of  Youth  Authority  or  a  county  juvenile  detention  facility — are 
inadequate.  Additional  options,  including  residential  and  non-residential  structured  programs, 
must  be  made  available  to  the  courts  and  probation  officers. 

The  Administration  will  sponsor  legislation  to  reduce  barriers  to  the  formation  of  structured 
programs  in  California  that  emphasize  responsibility,  literacy,  work  and  athletics.  It  is  anticipated 
that  these  reforms  will  expand  opportunities  as  well  for  courts  to  assist  juveniles  convicted  of 
less  serious  offenses  who  nonetheless  are  clearly  at  risk  of  continued  and  escalating  criminal 
behavior. 

COUNTY  JUVENILE  CAMPS/YOUTH  AUTHORITY  FEES 

In  the  fight  against  juvenile  crime,  it  is  critical  that  communities  have  options  available  at  the 
local  level  for  dealing  with  youthful  offenders. 

One  of  the  key  components  of  the  1995-96  budget  agreement  between  the  Governor  and  the 
legislative  leadership,  though  not  enacted,  was  a  two-part  proposal  that  provided  $33  million  for 
county  juvenile  camp  beds  and  also  increased  fees  for  county  commitments  to  the  California 
Youth  Authority.  The  fees  reflected  an  increase  of  the  current  $25-per-month  charge  to  $150  per 
month.  This  increase  would  be  the  first  since  the  early  1960's  and  is  slightly  less  than  the  rate  of 
inflation.  The  $150  charge  would  not,  however,  be  applied  to  less  serious  offenders  in  catego- 
ries 5,  6  and  7.  Instead,  counties  would  be  required  to  pay  50  percent,  75  percent  and 
100  percent,  respectively  of  the  Youth  Authority's  actual  per  capita  costs  to  house  these  wards. 
This  proposal  was  aimed  at  creating  incentives  for  counties  to  maintain  and  develop  less  costly, 
appropriate  alternatives  for  juvenile  offenders  than  commitments  to  the  Youth  Authority. 

Recognizing  the  importance  of  this  funding  for  those  counties  that  maintain  juvenile  camps,  the 
Governor's  Budget  assumes  passage  of  urgency  legislation  by  February  1  to  appropriate 
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$33  million  to  those  eligible  counties  that  operate  juvenile  camps  and  ranches  and  institute  the 
agreed  upon  fee  policy.  It  is  assumed  that  the  increased  fees  will  generate  approximately 
$7.5  million  in  1995-96  and,  absent  any  program  changes  at  the  local  level,  would  generate  an 
estimated  $37.8  million  in  1996-97.  It  is  anticipated  that  alternative  local  options  will  continue  to 
be  developed.  Because  of  concerns  voiced  by  counties  that  the  increased  fees  would  impose  a 
significant  burden  in  the  absence  of  the  funding  for  juvenile  camps,  the  legislation  will  contain  a 
"poison  pill"  to  eliminate  the  fees  if  stable  funding  for  camps  and  ranches  is  not  maintained. 

COUNTY  PROBATION  FUNDING 
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In  September  of  1995,  the  federal  government  notified  the  State  that  counties  would  no  longer 
be  able  to  claim  emergency  assistance  funding  for  juveniles  on  probation.  Under  the  Emergency 
Assistance  Program,  states  had  been  able  to  obtain  50  percent  reimbursement  from  the  federal 
government  for  the  costs  of  short-term  assistance  and  services  for  the  purposes  of  alleviating 
emergency  situations.  The  probation  component  of  this  funding  has  included  juvenile  halls, 
camps,  ranches,  after-care  services  and  foster  care.  Counties  have  received  over  $130  million 
annually  in  federal  funds  for  these  services. 

The  Governor's  Budget  is  predicated  on  the  passage  of  a  federal  welfare  reform  bill  and  receipt 
of  block  grant  funding.  Emergency  assistance  funding  for  probation  costs  are  a  component  of 
the  base  amount  California  will  receive  under  the  block  grant.  For  1995-96  and  1996-97,  the 
Governor's  Budget  assumes  that,  from  the  federal  block  grant,  the  state  will  continue  to  allocate 
to  counties  the  full  amount  of  federal  funds  they  would  have  received  based  on  past  claiming 
experience. 

HOUSING  FOR  JUVENILE  OFFENDERS 

To  further  assist  local  governments  in  meeting  the  housing  requirements  for  juvenile  offenders, 
the  Governor's  Budget  proposes  a  $150  million  bond  measure  to  expand,  remodel  and  build 
county  juvenile  correctional  facilities.  Upon  approval  of  the  bond  measure  on  the  November 
1996  ballot,  these  funds  would  be  available  to  local  governments  to  cover  up  to  75  percent  of 
the  costs  incurred  in  making  juvenile  beds  available. 

CITIZENS'  OPTION  FOR  PUBLIC  SAFETY 

While  proposals  targeted  at  specific  populations  are  a  critical  component  in  the  fight  against 
crime,  it  is  equally  critical  that  local  communities  be  given  resources  necessary  to  use  in  the 
most  appropriate  manner  to  that  community's  need.  The  Governor  strongly  supported  Proposi- 
tion 172  which  has  infused  an  additional  $1.5  billion  into  city  and  county  public  safety  activities 
each  year. 

Citizens  want  more  public  safety  resources  for  their  community.  In  order  to  give  the  people  of 
California  a  way  to  make  this  choice,  the  Administration  is  proposing  a  new  initiative — Citizens' 
Option  for  Public  Safety.  Under  this  initiative,  taxpayers  would  be  able  to  designate  that  one 
percent  of  their  personal  income  tax  liability  be  directed  for  public  safety  purposes  in  their 
communities. 

Designated  funds  would  be  placed  into  a  trust  fund  that  will  be  allocated  in  a  manner  deter- 
mined by  local  communities.  The  Governor's  Budget  assumes  that  $150  million  will  be  allocated 
for  additional  local  public  safety  purposes,  legislation  will  be  enacted  to  ensure  that  these 
resources  do  not  replace  any  existing  funding  at  the  local  level. 
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TRIAL  COURT  FUNDING 

A  principal  partner  in  the  criminal  justice  system  is  the  California  trial  court  system.  The  courts 
are  affected  by  many  decisions  of  the  state  and  local  governments,  whether  it  be  more  police 
officers  on  the  street,  legislation  to  implement  tougher  sentencing  laws,  or  proposals  to  change 
the  way  juvenile  criminals  are  treated. 

The  demands  on  the  court  system  have  increased  dramatically  over  the  past  decade.  Since  1985, 
felony  filings  have  increased  66  percent  in  Superior  Court  and  46  percent  in  Municipal  Court. 
The  passage  of  the  Three  Strikes  legislation  has  added  to  this  workload,  though  the  effect  is  not 
uniform  among  the  courts.  However,  the  increase  in  workload  and  backlogs  in  some  courts  has 
had  an  effect  on  other  parts  of  the  criminal  justice  system.  The  number  of  civil  cases  being  heard 
has  dropped  as  resources  are  redirected  to  felony  cases;  three-strike  cases  take  more  resources 
in  terms  of  increased  numbers  of  potential  jurors  and  increased  length  of  trial;  and  the 
preadjudication  population  is  up  in  local  jails. 

Funding  for  the  trial  court  system  is  currently  split  between  the  state  (37  percent)  and  counties 
(63  percent).  At  the  same  time  that  workload  has  increased  in  the  courts,  county  and  state 
resources  have  been  constrained  and  some  counties  have  chosen  to  reduce  funding  to  the 
courts.  Because  of  the  divided  funding  responsibility,  counties  are  frequently  unsure  of  their 
financial  obligation  until  well  after  most  local  budget  decisions  have  been  made,  individual  trial 
courts  are  unable  to  plan  for  the  year  and  the  Judicial  Council  has  little  flexibility  in  allocating 
resources  to  those  courts  which  may  need  them  most.  As  a  consequence,  the  disparity  in  access 
to  timely  justice  from  county  to  county  is  increasing. 

The  Judicial  Council  has  taken  several  steps  to  improve  court  operations,  including  court  coordi- 
nation, improved  statewide  automation  plans  and  adoption  of  court  standards.  However,  given 
the  imbalance  in  resource  distribution  resulting  from  this  split  funding  process,  there  is  little 
authority — and  consequently,  little  accountability — for  the  judicial  branch  of  government  to 
implement  these  policies. 

Since  the  enactment  of  the  Trial  Court  Funding  Realignment  and  Efficiency  Act  in  1991,  the 
Administration  has  supported  the  concept  of  greater  state  financial  assumption  of  the  majority 
of  trial  court  costs.  The  state  has  lacked  the  resources  necessary  to  assume  these  costs  without 
some  other  component  of  realigning  program  responsibilities.  However,  the  need  for  the 
judiciary  to  be  able  to  plan  and  use  resources  on  a  statewide  basis  has  become  essential  to 
ensure  equal  access  to  and  the  fair  application  of  justice  for  all  citizens. 

The  Administration  proposes  to  consolidate  the  costs  of  operation  of  the  trial  courts  at  the  state 
level  with  the  exception  of  the  costs  for  facilities,  local  judicial  benefits,  and  revenue  collection. 
This  proposal  would  cap  the  county  contribution  to  trial  court  costs,  including  the  fine  and 
penalty  revenue,  at  the  1994-95  level.  The  county  contribution  would  become  part  of  the  Trial 
Court  Trust  Fund,  which  would  support  all  trial  court  operations. 

These  changes  will  provide  clear  accountability  for  trial  court  funding  and  increase  flexibility 
and  accountability  for  management  of  the  courts,  ensuring  the  most  efficient  and  effective  court 
operations  possible.  It  provides  a  clear  funding  process  for  the  courts  and  places  the  responsi- 
bility for  any  future  growth  in  trial  court  funding  with  the  state. 

In  order  to  provide  some  additional  resources  to  the  trial  courts,  it  is  proposed  that  certain  filing 
fees  be  increased.  These  increases  will  generate  approximately  $91  million  in  increased  revenue. 
In  addition,  increases  in  fine  and  penalty  revenue  above  the  1994-95  level  are  proposed  to  be 
split  equally  between  cities,  counties  and  the  state  in  order  to  provide  an  incentive  for  collec- 
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tions.  Counties  would  retain  the  revenue  collection  function  and  the  appropriate  level  of  re- 
sources to  fund  that  function. 

FISCAL  IMPACT 

The  total  budget  for  trial  courts  is  proposed  at  $1.6  billion,  exclusive  of  costs  for  assigned  judges 
and  judges  retirement.  The  sources  of  this  funding  are  as  follows: 

1996-97  Proposed  Funding  (Dollars  in  Thousands) 

1994-95  County  General  Fund  contribution      $890,000 
1994-95  fine  and  penalty  revenue  292,000 

Filing  fees  247,000 

Current  state  General  Fund  140,000 

Increase  in  fines  and  penalties  6,000 


Total 


$1,575,000 


Equally  important  to  the  funding  structure  and  increased  level  of  resources  for  the  courts  is  the 
need  for  continuing  operational  efficiencies  and  mandate  relief  in  order  to  allow  courts  to 
redirect  resources  to  address  critical  needs.  Examples  of  proposals  include:  the  suspension  of 
arbitrator  fees;  mandatory  arbitration  for  all  personal  injury  cases  under  $100,000;  authority  to 
contract  for  administrative  services  and  use  of  electronic  court  reporting.  In  addition,  the  Chief 
Justice  has  appointed  a  Blue  Ribbon  Commission  to  review  and  make  recommendations  on  the 
current  jury  system.  This  Commission  will  report  its  findings  in  May  1996. 

The  Administration  will  work  closely  with  the  Legislature,  counties,  and  the  Judicial  Council  to 
enact  legislation  necessary  to  affect  these  changes. 

The  Governor's  Budget  proposes  two  other  changes  to  trial  court  funding.  First,  there  have  been 
no  new  judgeships  authorized  since  1987.  To  help  alleviate  the  increasing  workload,  twenty  new 
judgeships  are  proposed  at  a  first-year  cost  of  $2  million.  Second,  given  the  disparity  in  workload 
among  courts  of  three  strike  cases  and  the  critical  nature  of  the  backlog  of  cases,  the 
Administration  has  agreed  to  a  Three  Strikes  Relief  Team  composed  of  30  retired  judges  who 
would  be  trained  and  assigned  solely  to  handle  second-  and  third-strike  felony  trials.  The  cost  of 
this  proposal  is  $3.4  million. 

MANDATE  RELIEF 

The  Administration  continues  to  believe  that  it  is  critical  to  give  locally  elected  officials  the 
necessary  flexibility  to  make  funding  decisions  based  on  local  needs  and  priorities,  including 
critical  public  safety  needs.  Therefore,  mandate  relief  proposals  that  were  agreed  to,  but  not 
enacted,  as  part  of  the  1995-96  budget  agreement  are  again  proposed  as  pan  of  the  1996-97 
Governor's  Budget. 

GENERAL  ASSISTANCE 

Counties  currently  spend  over  $400  million  for  cash  grants  and  administration  of  General 
Assistance,  and  have  had  little  success  in  court  in  limiting  their  costs  for  this  program. 
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Options  that  will  be  included  in  mandate  relief  legislation  are:  a  continuation  of  the  shared 
housing  reduction  allowance  that  expired  on  December  31,  1994;  changing  the  definition  of 
employable  for  work  requirements;  time-limited  aid  for  those  persons  designated  as  employable; 
expanded  use  of  vouchers  and  the  ability  to  screen  applicants  for  drug  abuse. 

In  addition,  the  proposed  restrictions  on  legal  immigrants  receiving  certain  federal  benefits 
could  result  in  a  direct  increase  in  counties'  General  Assistance  caseload.  Language  will  be 
included  in  this  proposed  legislation  that  would  preclude  counties  from  providing  General 
Assistance  relief  to  this  group. 

COMMISSION  ON  STATE  MANDATES  WAIVER  PROCESS 

Under  current  statute,  counties  may  apply  to  the  Commission  on  State  Mandates  to  reduce  the 
county's  level  of  funding  for  General  Assistance  grants.  Proposed  legislation  would  alter  the 
timeframes  the  Commission  has  in  order  to  make  its  findings  and  extend  the  time  period  the 
grant  reduction  would  be  in  effect  from  12  months  to  36  months. 

MAINTENANCE  OF  EFFORT 

The  following  changes  in  maintenance  of  effort  provisions  will  be  proposed: 

■*•  Realignment  mental  health  statutes  require  counties  to  deposit  a  specified  level  of  local 

matching  funds  in  order  to  receive  sales  tax  realignment  funds.  This  proposal  will  reduce  this 
obligation  by  $25  million. 

■*■  Under  the  1991  realignment  statutes,  counties  are  required  to  obligate  a  specified  amount  of 
general  purpose  revenue  in  order  to  receive  Proposition  99  Cigarette  and  Tobacco  Tax 
monies.  This  proposal  would  eliminate  this  requirement,  thereby  saving  counties 
$143  million. 

■*•  The  maintenance  of  effort  required  to  receive  Proposition  111  fuel  tax  revenue  is  proposed 
for  elimination,  as  well  as  the  requirement  to  maintain  a  specified  amount  of  local  funding  in 
order  to  receive  certain  state  funding  for  libraries.  ^ 
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uie  prevention  S^laenda 

A  PARTNERSHIP  FOR  RESPONSIBLE  PARENTING 
AND  A  HEALTHIER  CALIFORNIA 


l/h« 


he  Administration  has  long  recognized  the  importance  of  healthy  families  as  a  corner- 
stone to  California's  future,  and  that  government's  most  effective  role  is  prevention  of  those 
factors  which  threaten  the  health  of  women,  children  and  families.  The  Governor's  Budget 
expands  this  commitment  to  a  wide  variety  of  preventive  programs  beginning  with  a  public- 
private  "Partnership  for  Responsible  Parenting  and  a  Healthier  California."  This  commitment 
includes  expanded  programs  to  prevent  unwed  and  teenage  pregnancy,  domestic  violence,  and 
to  provide  mentoring  and  school-linked  services. 

PREVENTING  UNWED  AND  TEENAGE  PREGNANCY 

The  problem  of  unwed  and  teenage  pregnancy  is  one  with  far-reaching  consequences  for  all 
Californians.  One  in  three  California  children  is  born  out-of-wedlock,  up  from  just  nine  percent 
only  a  generation  ago.  Among  teenagers,  the  out-of-wedlock  rate  is  as  high  as  two  out  of  every 
three  children  born.  From  taxpayers  and  the  private  sector  to  our  local  communities  and 
individual  families,  the  consequences  of  unwed  and  teenage  pregnancy  are  significant  for 
all  Californians. 

An  estimated  $5  billion  to  $7  billion  is  spent  annually  at  the  federal  and  state  levels  for  welfare, 
Medi-Cal,  and  Food  Stamps  for  California  families  that  were  begun  by  a  teen  parent.  As  many  as 
70,000  children  are  born  to  teenagers  each  year,  and  nearly  a  quarter  of  these  are  born  to 
teenage  mothers  who  have  previously  had  children. 

Other  related  problems  include  illicit  drug  use  and  alcohol  use  which  have  risen  among  youth. 
Now,  close  to  one  in  five  students  drop  out  before  graduating  from  high  school.  Between  1987 
and  1992,  juvenile  arrests  for  violent  crime  increased  by  75  percent. 

Over  the  past  five  years,  the  Administration  has  enacted  numerous  social,  health  and  educa- 
tional reforms  to  address  teenage  pregnancy.  While  these  efforts  have  yielded  some  results — 
California's  teenage  pregnancy  rate  has  declined  six  percent  over  the  last  three  years — no 
society  can  afford  this  limited  level  of  success.  California  still  ranks  second  in  the  nation  in 
teenage  pregnancies.  The  implications  for  future  state  budgets,  increased  public  safety,  welfare, 
and  Medi-Cal  costs,  as  well  as  the  potential  loss  of  life  due  to  juvenile  violent  crime,  are  significant. 

What  is  needed  is  fundamental  change  in  societal  attitudes  toward  unwed  and  teenage  preg- 
nancy. Only  then  will  society  see  substantial  behavioral  change.  Therefore,  this  budget  proposes 
a  new  public-private  partnership — the  "Partnership  for  Responsible  Parenting  and  a  Healthier 
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California" — to  reduce  unwed  and  teenage  pregnancy.  Central  to  this  new  partnership  is  the 
belief  that  while  government  can  provide  leadership  and  an  investment  of  resources,  it  cannot 
solve  this  problem  alone.  Success  will  depend  upon  the  willingness  of  local  communities  and 
the  private  sector  to  participate  in  fashioning  comprehensive,  effective  solutions  to  reduce 
unwed  and  teenage  pregnancy. 

Media  Campaign 

To  ensure  the  call  to  action  is  heard,  the  budget  includes  an  additional  $10  million,  to  be 
combined  with  existing  prevention  program  funding,  to  support  an  expanded  $15.75  million 
multi-media  campaign  to  raise  public  awareness  about  the  problem  of  unwed  and  teenage 
pregnancy.  This  media  campaign  will  be  built  upon  existing  efforts  to  change  community 
norms  by  educating  the  public  and  promoting  responsible  behavior  among  teenagers,  includ- 
ing abstinence  themes  and  messages  targeted  at  males. 

Community  Challenge  Grants 

To  promote  community-based  partnerships,  a  non-governmental  foundation  will  be  used  to 
administer  a  new  community  challenge  grant  program  that  will  support  effective  strategies  to 
prevent  unwed  and  teenage  pregnancy.  To  support  this  effort,  the  Governor's  Budget  includes 
$34  million  General  Fund  for  grants  to  local  communities  and  private  organizations  to  imple- 
ment innovative  and  relevant  local  solutions  to  this  problem.  The  proposal  assumes  that  public 
sector  funds  will  be  matched  with  private  sector  resources  provided  by  local  businesses,  church 
groups,  or  others  within  the  community  to  reach  as  many  California  communities  as  possible.  A 
primary  focus  of  this  program  will  be  non-governmental  solutions  at  the  local  level  and  will 
include  measurements  of  progress  in  reducing  unwed  and  teenage  pregnancy  and  related 
problems  such  as  juvenile  crime  and  adolescent  alcohol  and  drug  abuse. 

In  addition,  to  ensure  that  effective  school-based  educational  programs  are  available,  the 
budget  also  includes  $  1  million  for  the  development  of  two  abstinence-oriented  curricula  to  be 
developed  and  implemented  as  demonstration  projects  in  several  high-risk  communities. 

Prosecution  of  Statutory  Rape 

In  1995-96,  $2.4  million  was  provided  to  establish  a  grant  program  to  give  district  attorneys 
sufficient  resources  for  the  prosecution  of  statutory  rape  cases.  This  program,  which  provided 
funding  for  16  counties  during  the  current  fiscal  year,  will  be  expanded  for  1996-97  to  provide 
grants  in  the  amount  of  $150,000  for  the  remaining  counties  in  the  State.  With  this  $6  million 
augmentation,  a  total  of  $8.4  million  will  be  available  for  the  "vertical  prosecution"  program, 
which  is  expected  to  strengthen  enforcement  of  statutory  rape  laws  statewide. 

Mentoring  of  AT'Risk  Youth 

Children  who  grow  up  in  single-parent  families  are  more  likely  to  become  teen  parents,  engage 
in  criminal  activity,  and  require  long-term  public  assistance.  The  Partnership  for  Responsible 
Parenting  and  a  Healthier  California  recognizes  the  importance  of  linking  at-risk  youth  with 
responsible  adult  role  models,  or  mentors.  This  is  especially  important  in  assisting  single 
parents  who  must  provide  the  guidance  and  support  their  children  need  to  become  healthy, 
productive  adults. 

The  Governor's  Budget  includes  $15  million  which  expands  the  California  Mentor  Initiative, 
with  the  goal  of  linking  250,000  mentors  with  1  million  at-risk  youth  by  the  year  2000.  The 
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program  will  provide  grants  to  existing  community-based  mentor  programs  and  local  school 
districts  to  recruit,  train,  and  place  mentors  with  children.  The  proposed  expenditures  include: 

•*■  $7  million  within  the  Department  of  Community  Services  and  Development  to  expand  the 
current  California  Mentor  Initiative. 

•*•  $3  million  to  expand  the  successful  "Young  Men  as  Fathers"  program,  which  mentors  young 
fathers  who  have  been  committed  to  the  California  Youth  Authority.  These  funds  will  be  used 
to  expand  this  program  through  grants  to  local  probation  departments  and  to  augment  the 
California  Youth  Authority's  "Volunteers  in  Parole  Program,"  which  matches  parolees  with 
attorney  mentors. 

•*■  $5  million  within  the  Office  of  Child  Development  and  Education  for  the  California  Academic 
Volunteer  and  Mentor  Corps. 

Major  corporations  throughout  the  state  will  be  recruited  to  encourage  private  sector  involve- 
ment with  the  ultimate  goal  of  transferring  the  program  to  the  private  sector. 

PREVENTIVE  HEALTH  INITIATIVES 

Preventing  Unintended  Pregnancy 

To  ensure  that  contraception  is  an  option  available  to  all  California  women,  the  budget  pro- 
poses an  augmentation  of  $20  million.  With  this  augmentation,  these  services  will  be  available 
to  more  low-income  women  of  reproductive  age  who  are  currently  unserved.  This  proposal 
will  help  ensure  that  parents  plan  for  the  birth  of  a  child  at  a  time  when  they  are  socially, 
emotionally  and  financially  able  to  care  for  the  child. 

To  create  a  more  efficient,  seamless  family  planning  delivery  system,  these  additional  funds  will 
be  combined  with  existing  family  planning  resources  and  distributed  through  a  state-only  Medi- 
Cal  family  planning  program. 

Healthy  Start 

Bolstering  the  state's  commitment  to  this  partnership  also  requires  an  increased  commitment 
to  prevention  programs  in  the  schools.  The  Governor's  Budget  proposes  a  $10  million  increase 
for  a  total  funding  level  of  $49  million  for  the  Healthy  Start  program.  As  a  part  of  the  multi- 
phase Comprehensive  Integrated  School-Linked  Services  effort,  the  Healthy  Start  funding 
augmentation  will  expand  the  coordination  and  integration  of  health  and  social  services  for 
children  at  school  sites.  This  higher  level  of  funding  will  provide  approximately  300  additional 
schools  with  three  years  of  funding.  When  fully  operational  in  the  second  year,  the  new  grant- 
ees will  have  over  100,000  additional  student  contacts  annually. 

Domestic  Violence 

An  important  commitment  to  this  partnership  is  the  State's  responsibility  to  encourage  healthy 
families  by  ensuring  safe  families.  Domestic  violence  is  clearly  one  of  America's  most  serious 
health  threats  to  women  and  families.  According  to  the  FBI,  a  woman  is  beaten  in  this  country 
every  15  seconds,  making  domestic  violence  the  leading  cause  of  injuries  to  females  between 
the  ages  of  15  and  44.  In  California  alone,  nearly  239,000  domestic  violence-related  calls  were 
reported  in  1993  to  the  Department  of  Justice  by  local  law  enforcement  agencies,  a  31-percent 
increase  since  1988.  Domestic  violence  is  an  even  more  pervasive  problem  than  indicated  by 
these  statistics  because  many  cases  go  unreported. 
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Under  this  Administration,  California  has  committed  significant  new  resources  to  assist  victims 
of  domestic  violence.  The  Battered  Women  Protection  Act  of  1994  more  than  doubled  state 
funding  for  shelters  that  serve  battered  women  and  their  children.  The  $1 1.5  million  shelter- 
based  services  program  established  under  this  legislation  is  continued  in  the  budget  and  will 
provide  direct  services  through  grants  to  shelters  statewide  in  1996-97. 

To  establish  an  equally  critical  prevention  component  to  this  effort,  the  Governor's  Budget 
includes  an  additional  $5  million  for  a  comprehensive  Domestic  Violence  Prevention  Program 
that  will  use  prevention  strategies  to  raise  the  public's  awareness  of  the  seriousness  of  domestic 
and  family  violence.  The  funding  will  support  a  $3  million  media  campaign  and  a  $2  million 
investment  in  community  intervention  projects  which  will  emphasize  learning  skills  for  resolv- 
ing family  conflicts  including  resolution  and  crisis  management.  ^ 
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/      fovernor  Wilson  has  long  believed  that  the  state  and  federal  government  should  be  equal 
1^  J  partners  in  fostering  opportunity  and  meeting  the  basic  needs  of  California  citizens. 
Through  the  imposition  of  restrictive  mandates  on  states  which  impede  their  ability  to  change 
programs  and  services  to  benefit  those  most  in  need,  the  relationship  between  the  State  of 
California  and  the  federal  government  has  increasingly  become  one  of  conflict  over  responsibili- 
ties, priorities  and  limited  resources. 

In  the  past  year,  Congress  and  the  states  have  initiated  a  dialogue  to  reexamine  and  reform  the 
federal-state  relationship.  The  dialogue  has  focused  on  the  issues  of  federal  block  grants  in  the 
areas  of  welfare,  health  care  and  workforce  preparations.  It  now  appears  imminent  that  the 
federal/state  relationship  will  change  dramatically.  Block  grants  will  provide  an  opportunity  for 
creativity  and  innovation  to  restructure  programs  to  better  serve  people  in  need,  mindful  of  the 
taxpayers  who  pay  for  them. 

The  Governor  has  contributed  much  to  the  dialogue — from  testifying  before  Congressional 
committees,  taking  an  active  role  before  the  nation's  governors  in  the  debate  regarding  these 
issues,  meeting  with  key  Congressional  leaders,  frequently  providing  key  Administration  officials 
to  assist  Congress  in  drafting  federal  legislation  and  commenting  on  the  impact  of  proposed 
federal  legislation  on  California,  to  maintaining  correspondence  with  the  President  and  Con- 
gress on  federal  legislation  involving  the  federal-state  relationship. 

MEANINGFUL  WELFARE  REFORM 

Since  taking  office,  the  Governor  has  made  welfare  reform  a  key  part  of  his  Administration's 
agenda.  Meaningful  welfare  reform  at  the  federal  and  state  level  involves: 

•*■  Ending  the  open-ended  federal  entitlement  and  automatic  spending  by  treating  welfare  as  a 
temporary  safety  net  rather  than  a  way  of  life. 

•*■  Allowing  states  the  flexibility  to  develop  innovative  welfare  programs  without  use  of  an 
archaic  waiver  system  requiring  states  to  first  seek  federal  approval  for  change. 

■*■  Repealing  maintenance  of  effort  and  other  federal  mandates. 

"*•  Holding  sponsors  of  legal  immigrants  responsible  to  meet  their  commitments. 

"*■  Encouraging  work  over  dependency. 
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The  Governor  has  undertaken  a  major  effort  to  reduce  dependency  on  welfare  by  implementing 
program  changes  and  welfare  policy  reforms  over  the  past  five  years — dramatically  increasing 
financial  incentives  for  individuals  on  Aid  to  Families  With  Dependent  Children  (AFDC)  to  work 
their  way  off  public  assistance;  promoting  job  skills  and  encouraging  education;  increasing  child 
care  services;  reducing  the  cost  of  welfare  by  lowering  grants,  cracking  down  on  fraud,  improving 
the  collection  of  child  support;  and  ending  automatic  cost-of-living  adjustments  for  welfare 
recipients. 

Other  Administration  proposals  that  have  been  enacted  include:  regional  grants  which  reduce 
payments  to  recipients  living  in  areas  of  the  state  with  lower  housing  costs;  maximum  family 
grants  which  cap  a  family's  grant  at  existing  levels  when  they  have  more  children;  barring  spon- 
sored immigrants  from  AFDC;  and,  eliminating  State  Supplemental  Payments  (SSP)  for  persons 
whose  eligibility  is  based  on  drug  and  alcohol  dependence.  However,  these  proposals  have  not 
yet  been  implemented  under  the  current  federal-state  relationship,  because  the  Federal  Govern- 
ment has  refused  to  provide  approval  required  to  implement  even  these  basic  reforms. 

WHERE  WE  STAND  NOW 

California's  experience  has  shown  that  states  have  the  innovation  and  creativity  to  develop  and 
implement  welfare  changes  that  meet  the  specific  needs  of  the  welfare  population  in  their  state. 
Governors  of  both  parties  have  been  lobbying  Congress  and  the  President  for  maximum  state 
flexibility  in  designing  welfare  programs  that  help  families  move  from  dependency  to  self-suffi- 
ciency without  the  federal  government  standing  in  the  way.  The  only  way  to  ensure  this  is  to  end 
federal  restrictions  and  mandates  on  welfare  altogether. 

With  the  states'  governors  leading  the  way,  Congress  has  finally  approved  real  welfare  reform  by 
providing  a  basic  block  grant  that  eliminates  AFDC  as  an  entitlement  program,  substituting  in  its 
place  a  state-run  Temporary  Assistance  to  Needy  Families  program.  This  budget  assumes  that  this 
legislation  or  a  similar  act  will  be  signed  into  law  by  the  President. 

In  the  short-run,  the  block  grant  will  enable  the  state  to  implement  those  changes  enacted  into 
state  law  but  not  yet  put  into  effect.  It  will  institute  various  other  changes  including:  barring 
current  non-citizen  immigrants  from  SSI/SSP  beginning  January  1,  1997  and  barring  new  non- 
citizen  applicants  from  aid  upon  enactment;  barring  aid  for  additional  children  but  giving  states 
the  option  to  pass  new  legislation  to  provide  such  aid;  and,  eliminating  the  federal  maintenance- 
of-effort  requirements  which  have  prevented  states  from  controlling  the  cost  of  welfare  programs. 

WHERE  WE  ARE  GOING 

AFDC  is  California's  largest  welfare  program,  providing  cash  assistance  to  help  needy  families 
meet  the  basic  requirements  of  food,  shelter,  and  clothing.  It  was  developed  in  the  1930's  to  help 
single  mothers  who  were  widowed  and  those  who  were  abandoned  by  their  husbands.  The 
societal  expectation  of  mothers  in  the  1930's  was  different  than  it  is  today.  The  expectation  then 
was  that  a  mother's  work  was  in  the  home.  Consistent  with  that  norm,  the  original  purpose  of 
AFDC  was  to  allow  mothers  to  stay  at  home.  Today,  mothers  financially  provide  for  their  families 
either  in  partnership  with  their  spouse  or  on  their  own  as  a  single  parent,  and  the  welfare  system 
must  reflect  this  change. 

Welfare  today  is  no  longer  a  rational  system.  It  downplays  work  and  creates  dependency.  This 
behavior  is  often  repeated  in  the  following  generation  of  children.  It  removes  families  from  the 
mainstream,  and  discourages  the  formation  of  two-parent  families.  These  outcomes  of  the 
welfare  system  were  never  intended.  Nonetheless,  the  welfare  system  has  created  a  level  of 
dependency  far  greater  than  anticipated  by  the  designers  of  the  system. 
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The  historical  approach  to  meeting  the  needs  of  poor  families  has  been  simplistic  and  one- 
dimensional,  treating  the  welfare  population  as  though  each  recipient  is  the  same  with  a  single 
approach  for  every  case  and  condition.  This  approach  ignores  the  fact  that  welfare  families  have 
diverse  and  often  complex  barriers  to  independence  while  others  need  only  minimal  services  to 
gain  independence. 

Proposed  federal  welfare  reform  gives  California  an  historic  opportunity  to  fundamentally 
redesign  its  welfare  system,  consistent  with  this  Administration's  efforts  to  move  able-bodied 
recipients  from  welfare  to  work.  The  Governor's  vision  calls  for  a  complete  redesign  of  the 
welfare  system  that  will  focus  on  aiding  families  in  crisis  and  providing  services  aimed  at  meeting 
the  needs  of  a  diverse  population. 

OVERVIEW  OF  THE  REDESIGNED  SYSTEM 

The  Administration's  proposed  redesign  of  welfare  is  guided  by  several  basic  principles: 

■*■  There  is  a  mutual  obligation  between  the  recipient  and  the  government. 

■*■  Fathers  and  mothers  are  equally  responsible  for  the  financial  support  and  nurturing  of  their 
children. 

•*■  Work  should  pay  more  than  welfare. 

•*■  Welfare  should  not  contribute  to  family  breakup. 

■*■  Recipients  should  be  treated  with  dignity  and  be  held  responsible  for  the  direction  of  their 
own  lives. 

■*"  A  single  program  design  cannot  meet  the  diverse  needs  of  families  receiving  welfare. 

■*"  Program  administration  should  be  simple,  cost-effective,  and  performance-based. 

Consistent  with  these  principles,  California's  redesigned  welfare  program  will  target  services 
aimed  at  meeting  the  specific  needs  of  families  in  crisis  to  expedite  the  transition  from  welfare  to 
work.  This  individual-specific  approach  will  achieve  positive  outcomes  for  participants,  operate 
at  less  taxpayer  cost,  and  strengthen  and  support  vulnerable  families  and  children. 

Some  of  the  fundamental  changes  of  the  redesigned  system  include: 

"*■  Elimination  of  the  requirement  that  aid  is  provided  only  if  one  parent  is  deceased,  disabled, 
missing  or  unemployed.  Instead,  eligibility  would  be  based  on  the  one-parent  or  two-parent 
family's  income  and  assets  as  well  as  the  presence  of  a  child  under  18  years  of  age. 

■*"  Provision  of  a  flat  grant.  Rather  than  paying  larger  grants  to  families  with  more  children,  the 
proposed  grant  structure  would  be  based  on  what  someone  could  earn  working  full  time  at 
the  minimum  wage. 

■*■  Elimination  of  the  "one-size-fits-all"  approach.  The  proposed  system  recognizes  the  barriers  to 
self-sufficiency  presented  by  different  groups  within  the  welfare  population;  thus,  the  eligible 
population  would  be  channeled  to  one  of  the  following  four  tracks: 

California  Employment  Re-entry  Assistance — The  purpose  of  this  program  is  to  transition 
individuals  with  a  labor  force  connection  quickly  into  employment.  This  program  includes  those 
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who  have  worked  in  the  past  or  who  are  currently  working.  The  focus  is  on  rapid  re-employ- 
ment by  providing  employment-oriented  services.  This  group  would  receive  time-limited  cash 
assistance  while  involved  in  intensive  efforts  to  re-enter  the  labor  market. 

Individuals  in  this  assistance  program  would  receive  a  flat  cash  grant,  with  periodic  reductions 
to  the  maximum  aid  payment  occurring  at  six  months  and  again  after  one  year  of  participation. 
At  the  end  of  two  years,  cash  payments  would  end  and  recipients  still  on  aid  would  be  assessed 
for  barriers  to  employment. 

Family  Transition  Assistance  Program — The  current  welfare  caseload  includes  parents  who 
have  never  worked  and  teen  parents  who  require  more  intensive  services.  Rather  than  direct 
cash  payments,  this  group  would  receive  vouchers  for  services,  such  as  housing,  transportation, 
and  child  care.  This  will  guarantee  that  children's  needs  are  being  met  while  the  parents  move 
from  dependency  to  work.  The  duration  of  benefits  would  be  based  on  determining  the  time 
needed  for  the  parent  to  enter  employment.  Because  the  goal  is  to  provide  intensive  interven- 
tions to  remove  barriers  to  employment,  these  recipients  move  directly  from  this  program  to 
employment. 

Disabled  Family  Assistance  Program — Disabled  adults  may  be  unable  to  meet  fully  the  needs 
of  their  children  without  assistance  from  other  sources.  Adults  caring  for  a  disabled  child  may 
also  need  income  assistance  when  the  needs  of  the  child  prevent  full-time  employment.  The 
Disabled  Family  Assistance  Program  would  assist  families  when  the  barrier  to  employment  is  a 
disability  of  the  child  or  the  adult.  Recipients  of  this  program  would  receive  cash  aid,  which 
would  be  time-limited  based  upon  the  anticipated  duration  of  the  disability. 

Child-Only  Assistance  Program — This  program  would  assist  two  distinct  populations  for 
which  cash  assistance  is  provided  only  for  the  children — parents  who  are  ineligible  for  aid,  and 
children  living  with  relatives  who  receive  welfare  in  lieu  of  foster  care  payments. 

For  the  first  category,  this  program  assumes  parents  should  financially  support  their  children 
even  when  they  are  ineligible  for  aid.  This  program  would  provide  limited  cash  assistance  to 
meet  the  needs  of  the  children  and  to  encourage  parental  financial  support.  For  the  second 
category,  when  a  child  is  living  with  a  relative  who  is  not  the  parent,  cash  assistance  would  be 
available  for  the  needs  of  the  child.  These  benefits  would  not  be  time-limited. 

The  Administration's  proposal  builds  on  prior  reforms  to  modernize  the  welfare  system,  creat- 
ing incentives  to  work  and  removing  current  disincentives  to  marry.  Using  the  flexibility  of  the 
federal  block  grant  to  achieve  major  systemic  changes,  this  new  system  provides  short-term 
assistance  to  those  who  need  it,  while  allowing  them  to  advance  beyond  welfare  dependency 
and  to  set  an  example  of  self-sufficiency  for  their  children. 

MEDICAID  BLOCK  GRANT 

Responsibility  for  providing  health  care  to  low-income  Californians  is  currently  divided  among 
the  state,  the  federal  government,  and  counties.  The  state's  Medicaid  program,  Medi-Cal, 
operates  under  extensive  federal  requirements  and  provides  coverage  primarily  to  families 
receiving  AFDC,  aged,  blind,  and  disabled  persons  receiving  SSI/SSP  grants,  low-income  preg- 
nant women,  children  and  medically  needy  persons.  Approximately  5.4  million  individuals  are 
eligible  for  Medi-Cal. 

Under  the  state's  welfare  laws,  counties  provide  health  care  to  low-income  Californians  who  are 
not  eligible  for  Medi-Cal  or  other  health  care  programs.  These  individuals  are  generally  low- 
income  working  persons  and  families  without  private  insurance,  or  single  adults  who  are  not 


40 


Jederal  IMoch.  tyrants 


working.  Eligibility  for  county  indigent  health  care  services  varies  by  county.  Over  1.5  million 
individuals  are  served  annually  through  this  county  system. 

Over  the  past  five  years,  California  has  enacted  important  reforms  to  expand  health  coverage  to 
priority  populations  and  to  contain  program  costs.  Efforts  such  as  Medi-Cal  managed  care  and 
the  Access  for  Infants  and  Mothers  (AIM)  program  represent  targeted  strategies  to  expand  access 
and  contain  costs.  California's  ability  to  achieve  broader  reform  of  the  State's  health  care  system 
for  low-income  populations  has  been  limited,  however,  by  federally  prescribed  mandates.  The 
current  Medicaid  program  can  be  characterized  as  a  "one-size-fits-all"  approach  that  does  not 
reflect  the  diversity  of  state  needs,  circumstances  or  priorities,  and  hinders  creative  state  strate- 
gies to  improve  access  to  care  in  the  most  cost-effective  manner. 


Among  the  Medicaid  program's  most  troubling  aspects: 

•*■  The  program  is  inequitable;  eligibility  for  the  current  program  is  linked  to  the  AFDC  and  SSI/ 
SSP  programs.  This  linkage  results  in  non-working  individuals  and  their  families  on  public  aid 
having  guaranteed  health  care  while  low-income  working  individuals  and  their  families  are  not 
assured  similar  access  to  health  care. 

"*•  Medicaid's  linkage  of  eligibility  to  welfare  services  is  a  disincentive  for  some  low-income 
individuals  to  seek  gainful  employment. 

■*•  The  program  is  fiscally  open-ended.  There  is  limited  state  flexibility  for  alternative  approaches, 
absent  approval  from  Washington,  to  modify  eligibility,  benefits  or  service  delivery  strategies  to 
accommodate  available  resources. 

■*■  The  program  fails  to  maximize  efficiencies.  Program  efficiencies  and  service  integration  are  not 
sufficiently  achieved  in  the  current  system  due  in  large  part  to  overlapping  responsibilities  of 
the  federal,  state  and  county  governments  in  varied  areas. 

"*"  The  program  is  unnecessarily  complex  and  difficult  to  administer. 

It  appears  likely  that  Medicaid  block  grant  legislation  will  be  enacted  by  Congress  that  will  cap 
federal  program  expenditures  and  provide  states  with  greater  decision  making  authority  for 
program  design  and  operation  than  currently  exists.  While  the  fiscal  and  programmatic  elements 
of  Medicaid  reform  are  still  being  negotiated,  states  must  insist  that  block  grant  legislation 
eliminate  many  federal  requirements  and  provide  sufficient  and  long  overdue  flexibility  for  states 
to  make  fundamental  changes  to  the  delivery  and  financing  of  health  care  for  low-income  popula- 
tions. 

Properly  and  effectively  structured,  a  block  grant  for  Medicaid  offers  California  an  important  and 
unique  opportunity  to  rationalize  the  delivery  of  health  care  to  low-income  persons  and  pursue 
strategies  to  improve  access  and  quality,  reduce  the  complexity  and  inefficiency  of  the  existing 
system,  and  better  serve  taxpayers  through  the  most  prudent  use  of  limited  resources.  As  the 
state  anticipates  the  potential  opportunity  to  redesign  the  Medi-Cal  program  and  transition  to  a 
reformed  system,  the  following  principles  should  guide  the  state's  restructuring  efforts: 

Maximize  use  of  efficient  managed  care  strategies.  A  reformed  system  should  take  advantage  of 
and  maximize  use  of  efficient,  cost-effective  managed  health  care  delivery  approaches. 

Promote  fairness  to  workers  and  promote  a  work  incentive.  Access  to  basic  health  care  should 
be  available  according  to  financial  circumstances  rather  than  being  linked  to  welfare  programs. 
Eliminating  this  linkage  will  remove  a  principal  barrier  currently  faced  by  low-income  individuals 
seeking  to  become  self-sufficient — the  cost  of  health  care  for  themselves  and  their  families. 
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Operate  within  a  budget-driven  system.  A  reformed  health  care  system  should  be  capable  of 
operating  within  fixed  budget  constraints.  The  reformed  system  must  be  structured  in  a  manner 
which  is  responsive  to  changes  in  available  resources  and  caseload. 

Deliver  cost-effective  care.  A  reformed  health  care  system  should  assure  delivery  of  cost-effective 
and  administratively  efficient  medical  services. 

Operate  as  a  rational,  simplified  system  of  care.  Fragmentation  and  duplication  of  responsibili- 
ties between  the  state,  counties,  and  local  agencies  should  be  minimized  wherever  possible. 

Address  the  needs  of  special  populations.  A  reformed  system  should  take  into  account  the 
particular  needs  of  special  populations  which  may  have  unique  health  care  needs. 

Protect  public  health.  Population-based  public  health  services  and  personal  health  care  services 
must  be  coordinated  under  a  reformed  system. 

Further  reforms  of  the  private  small  group  insurance  market  should  be  considered  to  promote 
access  to  affordable  coverage,  particularly  in  the  context  of  reforms  to  the  publicly  funded 
health  care  system.  Access  to  employer-sponsored  and  individually  purchased  coverage  is 
preferable  to  reliance  on  publicly  funded  care. 

Promote  personal  responsibility.  Individuals  should  share  in  the  cost  of  their  health  care  to 
increase  their  sensitivity  to  the  cost  of  various  health  care  decisions  and  thus  promote  personal 
responsibility  for  their  health. 

WORKFORCE  DEVELOPMENT  BLOCK  GRANT  LEGISLATION 

Congress  is  considering  Workforce  Development  Block  Grant  legislation  that  would  consolidate 
up  to  100  federal  employment  and  training  programs.  This  legislation,  however,  would  exclude 
some  federal  and  all  state  employment  and  training  programs.  The  Workforce  Development 
Block  Grant  would  provide  states  the  opportunity  to  plan  and  implement  new  systems  to 
address  their  unique  workforce  development  needs. 

The  Governor  intends  to  continue  his  efforts  to  integrate  to  the  fullest  extent  possible  all 
workforce  development  programs  in  California  into  a  comprehensive  system  able  to  effectively 
and  efficiently  meets  the  needs  of  employers,  job-seekers,  students,  educators,  and  others. 
Current  reform  efforts  include: 

■*■  Development  of  a  One-Stop  Career  Center  System  to  provide  necessary  services  to  employers 
and  job-seekers. 

■*•  Adoption  of  a  performance-based  accountability  system  to  measure  the  effectiveness  of  all 
employment  and  training  programs. 

•*•  Implementation  of  a  "school-to-work"  system  to  establish  a  strong  linkage  between  school 
and  the  workplace. 

•*■  Improvement  in  the  type  and  accessibility  of  labor  market  information. 

The  Workforce  Development  Block  Grant  will  allow  California  to  accelerate  reform  and  system 
integration.  Welfare  reform  places  strong  requirements  on  the  states  to  meet  work  requirements 
and  will  withhold  federal  funds  if  the  requirements  are  not  met.  The  welfare-to-work  require- 
ments will  increase  the  demand  for  programs  and  services  to  move  clients  from  dependency  on 
welfare  grant  entitlements  to  economic  self-sufficiency.  Using  the  current  employment  and 
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training  reforms  as  a  starting  point,  the  Workforce  Development  and  Welfare  Block  Grants  will 
give  California  increased  levels  of  flexibility  to  design  the  effective  welfare-to-work  program 
needed  to  meet  this  new  demand.  «■» 
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he  Governor's  Budget  proposes  a  capital  outlay  program  of  over  $8  billion,  consisting  of 
a  General  Obligation  bond  proposal  totaling  $7.84  billion  and  over  $319  million  from  the 
General  Fund,  Special  Funds,  and  existing  Bond  Funds.  This  capital  program  will  help  assure 
that  California  is  poised  to  handle  the  challenges  and  opportunities  that  it  faces  as  its  economy 
rebounds.  Through  prudent  public  investment  in  the  state's  education,  public  safety,  transporta- 
tion, and  water-related  facilities,  the  Governor's  infrastructure  proposal  will  enhance  the  State's 
ability  to  attract  private  investment  and  encourage  economic  growth. 

A  major  portion  of  this  infrastructure  plan  is  proposed  to  be  funded  from  General  Obligation 
bonds  to  be  put  before  the  voters  in  1996.  The  components  of  that  bond  proposal  are  displayed 
in  Table  A. 


TABLE  A 


1996  Bond  Proposal 


K-12  and  Higher  Education:  $3.0  billion 

$2025  billion  for  K-12 

$975  million  for  higher  education 
Public  Safety:  $22  billion 

$1 .642  billion  for  CDC  to  construct  six  new  prisons  and  plan  nine  rrore  prisons 

$150  million  for  CYA  for  additional  bed  capacity 

$274  million  for  ongoing  capital  outlay  for  CDC  and  Youth  Authority 

$150  million  for  local  juvenile  detention  facilities 
Seismic  Retrofit  of  State  Highways  and  Bridges:  $20  billion 

$1.35  billion  to  improve  state  freeways  and  bridges  to  seisrric  standards 

$650  million  to  improve  state  toll  bridges  to  seismic  standards 
Water  Programs:  $540  million 

$220  million  far  a  comprehensive  water  management  plan  for  the  Bay-Delto 

$320  million  for  local  wastewater  treatment  plants  and  reclamation  facilities 
Infrastructure  Bank:  $100  million 

$100  million  to  finance  infrastructure  that  promotes  economic  development 


Major  components  of  the  Governor's  infra- 
structure proposal  are: 

K-12  AND  HIGHER  EDUCATION: 
$5.0  BILLION 

Businesses  prefer  locating  in  states  with 
strong  education  systems  that  produce  a  well- 
educated  work  force.  Appropriate  infrastruc- 
ture is  essential  to  quality  education.  The 
Administration  recommends  that  California 
make  a  major  investment  in  its  education 
infrastructure. 

$2  BILLION  FOR  K'12  SCHOOLS 

The  Governor  is  proposing  an  additional 
$2,025  billion  in  General  Obligation  bonds  for 
the  State  School  Lease  Purchase  Program. 
When  such  a  measure  is  approved  by  the 
voters,  it  should  be  the  last  state  bond  mea- 
sure for  this  program  as  it  is  now  structured. 
The  demand  for  new  school  facilities  during 
the  next  several  years  requires  that  a  partner- 
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ship  between  the  State  and  school  districts  be  recognized  to  ensure  maximum  utility  of  what- 
ever funds  are  available  from  the  State  and  local  sources.  A  discussion  of  how  such  a  partner- 
ship should  be  structured  is  included  in  the  K-12  Education  section  of  the  Budget  Summary. 

The  bond  measure  will  make  a  significant  contribution  toward  meeting  the  needs  of  students  in 
California's  public  schools.  This  bond  will  provide  funds  for  new  construction  to  build  over 
5,000  classrooms  to  house  approximately  150,000  pupils.  Funds  will  also  be  available  for 
projects  including  reconstruction,  air  conditioning,  roof  replacement  and  seismic  retrofit. 
Allocations  can  be  made  for  modernization  projects  to  include  wiring  and  cabling  to  enable 
structures  to  accommodate  computers  and  other  high  technology  equipment.  Modernization 
projects  will  also  make  schools  safer. 

$975  MILLION  FOR  HIGHER  EDUCATION 

In  1995-96,  the  Administration  committed  to  providing  each  segment  of  higher  education — the 
University  of  California  (UC),  California  State  University  (CSU)  and  the  California  Community 
Colleges  (CCC) — with  an  average  of  $150  million  per  year  for  capital  outlay  programs  over  the 
next  four  years.  The  1996-97  Governor's  Budget  recommends  placing  a  $975  million  General 
Obligation  bond  on  the  1996  ballot  to  continue  with  funding  for  the  second  and  third  year  of 
the  compact. 

In  1996-97,  UC  will  spend  $142.3  million  in  bond  funds  ($140.3  million  of  proposed  new 
bonds;  $2  million  in  prior  bond  funds)  for  its  capital  outlay  program.  In  addition,  it  will  use 
$10  million  of  its  compact  funding  for  deferred  maintenance.  CSU  plans  $150  million  in  capital  ouday 
projects.  CCC  proposes  $119.6  million  with  an  emphasis  on  project  planning;  CCC  anticipates 
that  its  1997-98  capital  outlay  program  will  total  $180  million. 

These  funds  will  address  vital  infrastructure  needs,  fire/life/safety  deficiencies,  and  seismic 
retrofitting.  In  addition,  funds  will  permit  a  limited  number  of  projects  to  meet  critical  space 
deficiencies  based  on  current  program  enrollment.  The  Administration  continues  to  support  the 
necessity  of  maintaining  the  existing  infrastructure  while  addressing  growth  needs  as  new  funds 
become  available. 

PUBLIC  SAFETY:  S2.2  BILLION 

One  of  the  foundations  of  both  community  strength  and  a  prosperous  business  environment  is 
freedom  from  serious  crime.  The  Administration  remains  committed  to  public  safety,  which 
means  that  strong  laws  to  protect  the  public  must  be  matched  with  responsible  programs  to 
detain  criminals  in  secure  facilities.  The  Governor's  Budget  proposes  a  combination  of  new 
bond  authority  and  existing  funds  to  fulfill  this  commitment. 

SI. 9  BILLION  TO  INCARCERATE  ADULT  FELONS  IN  STATE  PRISONS 

Prison  populations  have  grown  as  a  result  of  law  changes  which  have  defined  new  crimes  or 
lengthened  sentences,  including  the  "Three  Strikes"  law.  Combining  the  impact  of  these  new 
laws  with  historical  growth  patterns,  the  California  Department  of  Corrections  (CDC)  projects 
its  inmate  population  will  exceed  230,000  by  the  year  2001.  This  is  an  annual  growth  of  over 
17,000  inmates.  Even  using  rigorous  occupancy  standards  and  converting  dayrooms  and 
gymnasiums  to  dormitories,  CDC  will  exhaust  all  possible  housing  capacity  by  early  1998.  If 
inmate  housing  is  insufficient,  the  courts  may  order  early  releases  of  felons  to  avoid  unaccept- 
able levels  of  overcrowding.  A  discussion  of  prison  population  pressures  is  provided  in  the 
Public  Safety  section  of  the  Budget  Summary. 
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To  provide  for  growing  prison  populations,  as  well  as  to  maintain  existing  prisons  in  operable 
condition,  the  Governor's  Budget  proposes  placing  a  $1,865  billion  General  Obligation  bond 
for  a  multi-year  prison  construction  and  renovation  program  on  the  1996  ballot.  These  funds 
will  allow  planning  and  construction  of  six  new  prisons  with  a  design  bed  capacity  of  approxi- 
mately 15,000  beds  (capable  of  housing  approximately  27,600  inmates)  by  2000-01.  The  six  new 
prisons  will  be  constructed  in  Delano,  Kern  County  (Delano  II) ;  California  City,  Kern  County; 
San  Diego  County  (San  Diego  II);  Sacramento  area  (Northern  California  Reception  Center);  Taft, 
Kern  County;  and  Solano  County  (Solano  II).  In  addition,  the  bond  measure  will  fund  major  and 
minor  projects  for  the  department,  including  improvements  in  health  care  facilities  and  waste- 
water treatment,  as  well  as  planning  efforts  for  future  additional  prisons. 

Of  these  bond  funds,  $50.6  million  is  included  in  the  budget  for  major  and  minor  capital  outlay 
projects  at  existing  prisons.  The  balance,  for  the  six  new  prisons  as  well  as  planning  for  addi- 
tional prisons  needed  in  the  future,  will  not  be  reflected  in  CDC's  budget  until  authorizing 
legislation  has  been  enacted.  In  addition,  the  Administration  has  provided  $7.2  million  from  the 
General  Fund  to  complete  the  Emergency  Bed  Program,  which  provides  temporary  housing 
until  new  prisons  can  be  activated.  The  1996-97  Governor's  Budget  anticipates  another 
$27  million  in  federal  funds  from  Public  Law  103-322  (The  Violent  Crime  Control  and  Law 
Enforcement  Act  of  1994)  to  support  planning  efforts  for  the  six  new  prisons. 

S204.5  MILLION  FOR  STATE  JUVENILE  INSTITUTIONS 

Current  population  projections  indicate  that  the  Department  of  the  Youth  Authority's  institu- 
tion population  will  grow  by  six  percent  (from  9,931  wards  to  10,505)  by  the  year  2000.  The 
Youth  Authority's  facilities  currently  operate  at  approximately  150  percent  of  design  capacity. 
There  is  a  need  to  reduce  the  crowding  level  and  provide  additional  space  for  the  normal 
growth  in  population. 

Therefore,  the  Administration  recommends  $150  million  in  new  bond  authority  for  a  multi-year 
program  to  construct  additional  bed  space  for  1,450  youthful  offenders.  In  addition,  $51  million 
in  bond  funds  is  proposed  for  major  and  minor  capital  outlay  projects  to  maintain  state  juvenile 
institutions  in  operable  condition.  Of  the  new  bond  funds,  $27.7  million  has  been  included  in 
the  1996-97  Governor's  Budget;  the  balance  is  proposed  for  expenditure  in  future  years.  In 
addition,  the  Youth  Authority  will  receive  $3-5  million  from  the  General  Fund  in  1996-97  for 
critical  minor  capital  outlay  projects. 

$150  MILLION  FOR  LOCAL  JUVENILE  DETENTION  FACILITIES 

Throughout  California,  state,  county  and  city  public  safety  agencies  face  rapid  growth  in  the 
number  of  violent  juvenile  offenders.  Most  juvenile  facilities  in  California  were  constructed  over 
25  years  ago  to  address  juvenile  offenders  who  were  less  criminally  sophisticated  and  less 
violent  than  today's  juvenile  offender  population.  In  addition,  many  juvenile  detention  facilities 
are  operating  over  their  designed  capacity. 

The  Administration  proposes  $150  million  in  new  bond  authority  to  build,  expand,  and  remodel 
county  juvenile  correctional  facilities.  Upon  enactment  of  this  measure  through  a  1996  ballot 
proposition,  the  Board  of  Corrections  will  be  charged  with  the  responsibility  for  assisting 
counties  in  planning,  designing  and  constructing  facilities  in  ways  that  promote  economy, 
quality,  efficiency  and  the  highest  degree  of  safety  for  the  public,  staff  and  the  wards  detained. 
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SEISMIC  PROGRAMS:  $2.2  BILLION 

Earthquakes  are  one  of  California's  greatest  natural  challenges.  That  challenge  is  met  in  pan  by 
protecting  public  infrastructure  through  careful  planning  and  sound  engineering.  Two  pro- 
grams for  1996-97  continue  the  state's  direction  of  planning  — and  building — wisely  for  the 
future. 

S2  BILLION  FOR  CALIFORNIA'S  HIGHWAY  SYSTEM 

The  Loma  Prieta  and  Northridge  earthquakes  provided  evidence  of  the  need  for  seismic 
strengthening  of  some  of  the  state's  highway  and  toll  bridges.  Since  the  1989  Loma  Prieta 
earthquake,  nearly  all  of  the  state's  12,000  highway  bridges  and  elevated  roadways  have  been 
evaluated  for  retrofit  need.  The  first  phase  of  retrofitting  1,039  highway  bridges  has  essentially 
been  completed.  The  second  phase,  which  began  in  1994-95,  will  involve  1,208  structures.  It  is 
now  estimated  that  $1.35  billion  will  be  needed  for  the  second  phase  to  bring  the  State's 
freeway  and  highway  bridges  up  to  the  revised  safety  standards.  In  addition,  the  state's  toll 
bridges  are  expected  to  cost  at  least  $650  million  to  retrofit. 

As  pan  of  the  1995-96  budget  agreement,  the  Legislature  and  the  Governor,  placed  a  $2  billion 
bond  issue  on  the  March  1996  ballot  to  cover  the  costs  of  retrofitting  the  state's  highways  and 
bridges.  Passage  of  the  bond  measure  will  provide  the  vital  funding  needed  to  complete  the 
second  phase  of  seismic  retrofitting — and  help  restore  some  of  the  most  critical  transportation 
projects  which  have  been  deferred  because  of  the  impacts  of  the  earthquakes  and  the  recession. 
Specific  appropriations  of  the  bond  funds  will  be  proposed  after  approval  by  the  voters  and  the 
adoption  by  the  California  Transportation  Commission  of  a  1996  State  Transportation  Improve- 
ment Program  which  includes  bond  proceeds. 

$154.6  MILLION  FOR  SEISMIC  RETROFITTING  OF  STATE  FACILITIES 

In  1996-97,  the  Department  of  General  Services  will  continue  with  the  seismic  retrofit  of  state 
facilities  judged  to  present  the  greatest  risk  to  the  public  in  the  event  of  an  earthquake.  This 
program  will  be  funded  from  the  Earthquake  Safety  and  Public  Buildings  Rehabilitation  Fund  of 
1990.  To  date,  the  State  Architect  has  reviewed  approximately  7,000  state  facilities  and  identified 
50  with  the  highest  likelihood  of  severe  damage  to  life  and  property  in  the  event  of  an  earth- 
quake. In  1996-97,  the  State  Architect  will  complete  working  drawings  or  begin  construction  on 
14  of  these  facilities  at  a  cost  of  $154.6  million. 

WATER  PROGRAMS:  $540  MILLION 

Water  is  literally  California's  lifeblood.  This  precious  resource  is  essential  to  economic  growth 
and  environmental  soundness.  Urban  growth,  agriculture,  and  wildlife  habitat  each  have  strong 
fundamental  claims  to  adequate,  clean  water.  Reconciling  those  legitimate  claims  to  an  adequate 
water  supply  has  been  a  long-time  challenge  in  California.  The  Administration  is  proposing  an 
infrastructure  initiative  for  water  programs  that  will  help  secure  California's  economic  and 
environmental  future. 

$220  MILLION  INFRASTRUCTURE  FUNDING  FOR  THE  STATE'S  BAY'DELTA  RESTORATION  PROGRAM 

In  April  1992,  the  Governor  announced  the  Water  Policy  Framework.  Its  primary  objectives  are 
safe,  reliable  water  supplies  for  domestic,  municipal  and  industrial  uses  for  cities;  adequate 
long-term  water  supplies  at  a  reasonable  cost,  with  dry-year  groundwater  reserves  where 
feasible  for  agriculture;  and  systemic  restoration  and  protection  of  fish  and  wildlife  resources 
and  aquatic  habitat.  These  goals  are  being  achieved  through  greater  conservation  and  efficiency 
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of  existing  supplies,  groundwater  banking  and  management,  reallocation  of  supplies  through 
voluntary  water  marketing,  new  technologies,  the  development  of  storage  and  conveyance 
facilities,  integrated  management  of  state  and  federal  projects,  and  increased  flexibility  in 
utilization  of  Colorado  River  resources.  A  comprehensive  water  management  program  is  within 
reach,  with  substantive  progress  having  been  made  since  1991. 

There  is  a  compelling  need  for  a  comprehensive  solution  in  the  San  Francisco  Bay/Sacramento- 
San  Joaquin  Delta  ecosystem.  While  one  of  the  world's  most  productive  estuaries,  its  fish  and 
wildlife  values  must  be  associated  with  the  efficiency  and  reliability  of  water  export  systems, 
water  quality  for  consumptive  uses,  and  the  physical  integrity  of  the  Delta  channels  and  levees. 

Building  on  the  opportunity  to  "fix  the  Delta"  presented  by  the  historic  Bay-Delta  Accord,  and  to 
further  the  objectives  of  the  Governor's  Water  Policy  Framework,  a  $220  million  General  Obliga- 
tion bond  will  be  proposed  for  the  November  1996  General  Election.  Funds  from  the  sale  of  the 
bonds  will  finance  various  infrastructure  programs  to  protect,  maintain,  restore  and  enhance  the 
overall  quality  of  the  Bay-Delta  while  ensuring  reliable  water  supplies  in  anticipation  of  the 
long-term  solution  now  being  developed  jointly  by  the  state  and  federal  governments.  Projects 
would  include,  but  not  be  limited  to,  fish  and  wildlife  habitat  enhancement  and  restoration, 
Delta  levee  rehabilitation,  construction  of  improved  South  Delta  facilities,  and  feasibility  investi- 
gations of  off-stream  storage  and  conjunctive  use  facilities. 

$520  MILLION  FOR  LOCAL  WASTEWATER  TREATMENT  PLANTS  AND  RECLAMATION  FACILITIES 

The  projected  demand  for  local  water  treatment  and  water  reclamation  facilities  is  estimated  to 
be  over  $10  billion  through  the  year  2000.  This  includes  expanding  existing  sewer  plant  capacity 
to  meet  a  growing  volume  of  wastewater,  building  additional  sewer  facilities  to  serve  new 
developments  and  upgrading  existing  facilities  to  meet  federal  Clean  Water  Act  secondary 
treatment  standards.  Treatment  facilities  both  ensure  that  wastewater  does  not  pollute  the 
environment  or  create  public  health  problems,  and  to  provide  a  source  of  reclaimed  water  which 
can  be  used  to  lessen  demand  on  fresh  water  supplies. 

Significant  federal  dollars  are  available  to  meet  this  local  need.  However,  matching  funds  are 
required.  The  Administration  proposes  using  state  dollars  to  leverage  these  federal  funds 
($1  in  state  funds  would  match  $5  in  federal  funds).  Funds  would  provide  low-interest  loans  to 
local  communities  for  construction  of  wastewater  treatment  and  water  pollution  control 
projects;  provide  grants  to  small  communities  for  the  construction  of  wastewater  treatment 
facilities;  and  provide  loans  to  communities  for  construction  of  cost-effective  water  reclamation 
projects. 

CALIFORNIA  INFRASTRUCTURE  AND 
ECONOMIC  DEVELOPMENT  BANK:  $100  MILLION 

California's  long-term  economic  health  depends  on  adequate  private  and  public  investments  in 
infrastructure.  The  Governor's  Budget  proposes  a  $100  million  General  Obligation  bond  program 
for  the  development  of  an  Infrastructure  Bank,  consistent  with  the  intent  and  objectives  of 
provisions  of  legislation  enacted  in  1994  and  1995.  These  will  assist  the  State  and  local  jurisdic- 
tions in  attracting  economic  development  projects  that  will  create  new  jobs  by  addressing  critical 
infrastructure  needs.  A  discussion  of  the  Infrastructure  Bank  is  included  in  the  Strengthening 
California 's  Competitive  Position  section  of  the  Budget  Summary. 
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OTHER  CRITICAL  INFRASTRUCTURE 

The  State's  multi-billion  dollar  infrastructure  must  be  maintained  and  periodically  upgraded  or 
renovated  to  ensure  that  it  continues  to  serve  the  public  well.  Approximately  $125  million  is 
proposed  in  1996-97  from  a  variety  of  fund  sources  for  other  projects  which  protect  the  state's 
infrastructure  investments.  Of  this  amount,  $64.1  million  is  proposed  from  the  General  Fund  for 
projects  such  as  fire  stations,  air  attack  and  helitack  bases,  and  emergency  command  centers  for 
the  California  Department  of  Forestry  and  Fire  Protection;  a  replacement  facility  for  a  dilapidated 
laboratory  for  the  Department  of  Health  Services  which  tests  for  diseases  and  toxic  substances; 
acquiring  a  site  and  beginning  plans  for  a  State  Operations  Center  for  the  Office  of  Emergency 
Services;  a  replacement  armory  in  Los  Angeles  for  the  Military  Department;  ongoing  flood 
control  projects;  and  fire/life/safety  improvements  at  two  state  hospitals.  Another  $51.4  million  is 
proposed  from  special  funds  for  projects  such  as  field  offices  for  the  California  Highway  Patrol 
and  the  Department  of  Motor  Vehicles.  For  more  detail  on  these  projects,  see  the  Capital  Outlay 
portion  of  the  General  Government  section  of  the  Budget  Summary.  «■ 
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^^^-^nproving  the  quality  of  state  programs  and  services,  while  containing  the  cost  of  deliver- 
ing them,  has  served  as  a  guiding  principle  of  this  Administration.  Taxpayers  want  government 
to  be  effective,  accountable,  and  to  deliver  quality  service  at  no  higher  cost  than  necessary.  Most 
also  want  limited  growth  in  government.  This  Administration  has  done  both. 

In  response  to  the  economic  challenges  of  recent  years,  the  Administration  initiated  a  series  of 
actions  that  resulted  in  most  state  departments  not  being  provided  funding  to  offset  the  cost  of 
inflation  on  operating  expenses,  the  cost  of  salary  step  increases  and  the  cost  of  salary  increases 
granted  to  their  employees.  Departments  have  also  been  required  to  take  extensive  "unallocated"  or 
specific  reductions.  These  reductions  have  been  permanent  changes.  In  1996-97,  this  Budget 
continues  this  philosophy  of  restraining  spending  by  not  providing  funding  for  these  pressures 
and  thereby  saving  over  $128  million  for  the  General  Fund.  In  effect,  the  Governor  has  taken 
state  government  off  automatic  increased  spending  practices.  To  its  credit,  the  state  workforce 
responded  successfully  to  the  challenge  of  maintaining  the  quality  and  level  of  state  services 
throughout,  resulting  in  a  more  effective  and  efficient  system  for  the  delivery  of  services. 

California  leads  the  nation  in  the  fewest  number  of  state  employees  per  population  with 
8.3  state  employees  per  1,000  citizens.  Approximately  270,000'  state  employees  (including 
87,000  in  the  University  of  California  and  California  State  University  systems)  provide  Californians 
with  safety,  education,  transportation,  health  and  other  essential  services.  Consistent  with  the 
Administration's  commitment  to  public  safety,  the  number  of  employees  engaged  in  safety 
activities  has  increased  cumulatively  by  over  37  percent  since  1990-91  (from  48,000  in  1990-91 
to  66,000  in  1996-97).  Over  the  same  period,  the  Governor  has  reduced  the  balance  of  the 
workforce  personnel  below  1990-91  levels  (see  Figure  A). 

The  improving  fiscal  picture  for  1996-97  will  not  affect  the  Administration's  efforts  to  deliver  the 
best  value  possible  for  taxpayer  dollars.  Instead,  the  Administration  will  seek  to  build  upon 
reforms  that  have  been  enacted  since  1991,  and  to  pursue  additional  change  in  new  areas. 

Using  Competition  to  Deliver  Value.  The  Administration  believes  that  the  most  productive 
means  of  achieving  further  efficiencies  and  cost  savings  in  the  delivery  of  public  services  lies  in 
introducing  more  competition  between  the  public  and  private  sectors.  Such  competition  will 
not  only  open  potential  new  markets  for  the  private  sector,  but  will  introduce  an  incentive  for 
government  to  consider  and  adopt  alternative,  more  cost-effective  means  of  delivering  services. 
Whether  the  state  retains  business  that  is  awarded  competitively  or  private  business  earns  it,  the 

'All  personnel  year  numbers  exclude  Legislature,  Legislative  staff  and  State  Compensation  Insurance  Fund  employees. 
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taxpayers  are  the  beneficiaries  through  improved  quality,  increased  supply,  reduced  delivery 
time,  and/or  cost  savings. 

In  addition  to  ensuring  that  the  delivery  of  services  is  accomplished  in  the  most  efficient  and 
cost-effective  manner  possible,  the  Administration  believes  that  the  issue  of  whether  the  services 
being  delivered  are  truly  necessary  must  also  be  examined.  Government  should  perform  only 
those  functions  where  value  is  added  for  the  taxpayer,  either  because  an  essential  service  is 
involved  that  cannot  be  performed  by  the  private  sector,  or  where  government  has  a  competi- 
tive advantage  over  the  private  sector  in  the  delivery  of  the  service. 

To  help  ensure  that  California's  government  is  efficient,  innovative,  and  properly  focused  on 
core  services  and  objectives,  the  Governor  has  directed  a  top-to-bottom  review  of  state  agencies 
to  identify  their  highest  priority  functions  and  opportunities  for  out-sourcing,  consolidating  and 
divesting  duties  where  appropriate.  Departments  and  agencies  will  submit  plans  for  divestiture 
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of  programs  where  feasible,  and  for  the  re-engineering  of  remaining,  priority  functions  to 
deliver  higher-quality  services  at  lower  costs. 

To  implement  the  practice  of  increased  competition,  an  interagency  group  led  by  the  State  and 
Consumer  Services  Agency  will  produce  a  guide  for  state  managers  and  agency  secretaries  to 
prepare  them  for  more  competitive  management.  In  addition,  the  Administration  will  assemble 
a  task  force  of  state  leaders,  with  private  sector  input,  to  provide  broad  policy  oversight  on 
competitive  state  projects  and  proposals.  Finally,  the  State  and  Consumer  Services  Agency  will 
assist  individual  departments  in  achieving  competitive  superiority. 

In  addition  to  enhancing  the  element  of  competition  in  the  delivery  of  state  services,  if  govern- 
ment is  to  provide  greater  value,  other  reforms  are  necessary  in  the  areas  of  the  civil  service, 
procurement,  performance  budgeting,  and  information  technology. 

Civil  Service  Reform.  Efforts  to  streamline  the  state's  civil  service  system  continue  with  an 
emphasis  on  making  it  more  responsive  to  employee  job  performance  and  improving  the  state's 
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ability  to  hire  well-qualified  employees.  This  is  consistent  with  conclusions  reached  by  the  Little 
Hoover  Commission  and  the  Constitution  Revision  Commission  in  their  1995  studies  of  the 
state's  personnel  management  system. 

Some  elements  of  civil  service  reform  are  already  in  place.  The  performance  pay  rules  estab- 
lished by  the  Department  of  Personnel  Administration  (DPA)  for  managers  and  supervisors  have 
been  implemented.  The  rules  provide  that  salary  increases  for  managers  and  supervisors  will  no 
longer  be  automatic;  instead,  only  those  who  are  performing  successfully  will  be  eligible  for  pay 
increases. 


Progress  is  also  being  made  with  state  employees  covered  by  collective  bargaining.  In  1995,  the 
California  Association  of  Highway  Patrolmen  reached  an  agreement  with  the  State  that  included 
many  important  reforms.  These  reforms  include  performance-based  pay,  a  streamlined  process 
for  resolving  certain  disciplinary  appeals,  elimination  of  appeal  rights  for  employees  who  are 
terminated  during  their  probationary  period,  and  an  agreement  to  support  legislation  to  make 
it  easier  to  change  personnel  regulations  and  pilot  new  approaches  to  personnel  management. 
DPA  is  currently  pursuing  these  reforms  in  bargaining  with  other  state  employee  unions,  and 
will  be  sponsoring  legislation  to  make  these  reforms  effective  throughout  the  executive  branch 
for  employees  excluded  from  bargaining. 

Similarly,  procedures  for  employee  discipline  appeals  should  not  be  so  burdensome  and  time- 
consuming  that  they  discourage  managers  and  supervisors  from  correcting  performance  prob- 
lems. Instead,  the  state  should  move  to  a  simpler,  non-evidentiary  process,  as  is  the  practice  in 
the  private  sector.  The  state's  position  classification  plan  and  personnel  rulemaking  procedures 
must  also  be  streamlined  to  make  the  personnel  system  more  flexible,  and  less  bureaucratic. 

The  state's  hiring  procedures  must  also  be  improved.  Examining  processes  that  can  involve 
thousands  of  candidates  and  take  months  to  complete  often  prevent  hiring  the  best  applicants. 
Changes  will  be  pursued  that  allow  the  state  to  examine  a  reasonable  number  of  candidates  on 
a  timely  basis  and  offer  jobs  to  the  best  qualified  candidates,  whether  they  are  current  state 
employees  or  from  the  open  labor  market. 

Procurement  Reform.  The  Administration's  ambitious  procurement  reform  known  as 
"Procurement  2000"  is  well  underway.  It  is  an  action  plan  that  overhauls  the  way  the  state  purchases 
goods  and  services — from  Highway  Patrol  vehicles  to  computer  supplies — to  keep  government 
operating.  The  administration  is  working  toward  implementation  of  statutory  and  regulatory 
changes  to  streamline  the  state's  overall  acquisition  process  to  place  emphasis  on  service, 
performance,  and  the  best  products  for  the  dollar. 

With  recent  changes  in  state  law  allowing  private  vendors  greater  use  of  credit  card  purchases 
and  greater  flexibility  using  the  California  Multiple  Awards  Schedule  (CMAS),  it  is  becoming 
easier  for  individuals  and  companies  to  conduct  business  with  the  state.  To  reduce  paperwork, 
save  time,  and  cut  costs,  the  Department  of  General  Services  established  the  Cal  Card  program, 
where  state  and  public  agencies  can  purchase  office  supplies  and  miscellaneous  items  (less  than 
$1,000)  with  a  credit  card.  Eventually  over  200  state  agencies  could  use  a  credit  card  as  well  as 
470  cities  and  the  58  counties. 


"Government 

should 

perform  only 

those 

functions 

where  value  is 

added  for  the 

taxpayer. " 


The  CMAS  program  expedites  acquisition  at  reduced  costs.  It  is  expected  that  CMAS  purchase 
volume  will  grow  from  $61  million  in  1994-95  to  $100  million  during  the  current  year. 

Performance  Budgeting.  In  1993,  the  Administration  established  a  performance  budgeting 
pilot  project  in  four  departments.  The  Legislature  responded  to  the  Governor's  initiative  by 
enacting  the  Performance  and  Results  Act,  which  authorized  the  implementation  of  the  pilot 
project.  Performance  budgeting  allocates  resources  based  on  an  expectation  of  performance 
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"Performance 

budgeting  will 

lead  to  more 

efficient  and 

accountable 

delivery  of 

governmental 

services. " 


levels,  where  performance  is  measured  in  specific,  meaningful  terms.  It  focuses  on  outcomes, 
rather  than  inputs  or  processes.  Performance  budgeting  will  lead  to  more  efficient  and  account- 
able delivery  of  governmental  services.  Performance  budgeting  involves  the  introduction  of 
performance  measures  and  related  cost  information  into  the  budget  decision-making  process. 
This  will  require  the  ongoing  measurement  of  performance  from  year  to  year,  and  the  use  of 
innovative,  cost-effective  methods  to  improve  performance. 

Departments  participating  in  the  pilot  project  are  required  to  comply  with  the  performance 
expectations  adopted  by  the  Legislature.  Participating  departments  have  made  substantial 
progress  in  fulfilling  previous  years'  agreements  with  the  Legislature,  and  are  in  the  process  of 
implementing  the  Legislature's  1995-96  requirements.  The  pilot  departments  are  still  in  the 
process  of  carrying  out  preliminary  tasks  and  activities,  refining  strategic  plans  and  performance 
measures,  setting  up  data  collection  systems,  and  developing  needed  baseline  data.  These 
activities  have  resulted  in  a  number  of  organizational  development  efforts  and  new  methods  of 
doing  business.  Although  the  pilot  project  is  in  the  developmental  stages,  it  is  clearly  laying  a 
foundation  for  implementation  of  an  effective  performance  budgeting  system  that  will  provide 
for  more  effective  management. 

Future  Directions  for  Information  Technology.  As  more  information  tools  become  available 
to  improve  the  efficiency  and  effectiveness  of  the  state's  business  operation,  wise  information 
technology  investments  will  continue  to  grow  in  importance.  Headed  by  the  recently  appointed 
State  Chief  Information  Officer,  the  Department  of  Information  Technology  intends  to  establish 
information  technology  standards;  consolidate  data  centers  and  telecommunications  networks 
as  appropriate;  continue  the  Administration's  efforts  to  reform  the  procurement  process; 
facilitate  information  exchange  between  state  offices;  make  government  more  accessible  to  the 
public;  improve  state  agencies'  overall  ability  to  manage  information  technology  projects;  and  to 
develop  policies,  goals  and  objectives  for  sharing  risks  and  benefits  with  the  private  sector.  ■*« 
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Youth  and  Adult  Correctional 
Agency 
7.0% 


Higher  Education 
11.0% 


EXPENDITURES 
1996-97  FISCAL  YEAR 


Total  Expenditures 

(Excluding  Selected  Bond  Funds) 

Business,  Transportation  and        Resourtes  ,  S,ate  0ld  G)nsumer  Services 


Housing 
7.2% 


Environmental  Protection 
1.0% 


Health  and  Welfare 
—  28.4% 


Education  K  through  12 
30.5% 


General  Fund  Expenditures 


Business,  Transportation  and 
■Education  Housin9   ^      Youth  ond  Adult  Correctional 


State  and  Consumer  Services 
0.8% 


Health  and  Welfa 
29.9% 


Tax  Relief 
0% 


Resources 
1.6% 


Environmental  Protection 
0.2% 


Education  K  through  12 
39.4% 
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Insurance  Tea 
Motor  Vehicle  Fees      1.9% 

1.6% ' 
Highway  Users  Taxes 

4.8% 


REVENUES 
1996-97  FISCAL  YEAR 

Total  Revenues  and  Transfers 

Tobacco  Taxes 

11%     Estate  Taxes  Liquor  Tax 

Other      A4% 

6  6°/  '  ^orse  ""'"^  ^es 


Bank  and  Corporation  Taxes 
9.6% — 


Sales  Tax 
30.8% 


Personel  Income  Tax 
35.0% 


General  Fund  Revenues  and  Transfers 


Insurance  Tax  Estate  Taxes 

Tobacco  Taxes  2.5%  /l.3% 

04%  \  O"*'  / 

Bank  and  Corporation  Taxes  \  /  ]  90/,,/  Horse  Racing  Fees 

12.3%  \  \  /      /      ^  0.1% 


Liquor  Tax 
0.6% 


Sales  Tax 
35.7%' 


Personal  Income  Tax 
45.2% 
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GENERAL  FUND  EXPENDITURES  1996-97 

(Dollars  in  Billions) 


K-12  Education  39.4% 

Health  and  Welfare  29.9% 

Higher  Education  12.9% 

Youth  &  Adult  Correctional        9  qo/0 

Other        3.6%  I     ■  $1.6 
Resources        1.6%  I  $0.7 
Tax  Relief        1.0%   I  $0.5 
Courts        0.9%   I  $0.4 
State  &  Consumer  Services       0.8%   I  $0.4 
Business,  Trans.  &  Housing        0.7%   I  $0.3 
Environmental  Protection       Q.2%   I  $0.1 
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1996-97  REVENUE  SOURCES 

(Dollars  in  Thousands) 


General 
Fund 

Special 
Fund 

Personal  Income  Tax 

$20,583,000 

Sales  Tax 

16,275,000 

$1,837,518 

Bank  and  Corporation  Tax 

5,620,000 

500 

Highway  Users  Taxes 

-- 

2,847,849 

Motor  Vehicle  Fees 

36,500 

5,026,740 

Insurance  Tax 

1,120,000 

-- 

Estate  Taxes 

578,000 

-- 

Liquor  Tax 

262,000 

-- 

Tobacco  Taxes 

162,000 

468,100 

Horseracing  Fees 

67,305 

37,600 

Other 

866,705 

3,063,404 

Total 

$45,570510 

$13,281,711 

1996-97  EXPENDITURES  BY  FUND 

(Dollars  in  Millions) 


General 

Special 

Bond 

Function 

Fund 

Funds 

Funds 

Total 

Education  (K-l  2) 

$17,820 

$36 

$1,921 

$19,777 

Health  and  Welfare 

13,542 

3,104 

-- 

16,646 

Higher  Education 

5,851 

610 

424 

6,885 

Business,  Transportation  and  Housing 

306 

3,910 

184 

4,400 

Trade  and  Commerce 

40 

10 

- 

50 

Courts 

398 

- 

-- 

398 

Tax  Relief 

465 

~ 

— 

465 

Youth  and  Adult  Corrections 

4,084 

12 

157 

4,253 

Resources 

705 

786 

70 

1,561 

Enviornmental  Protection 

106 

472 

39 

617 

State  and  Consumer  Services 

362 

389 

156 

907 

Other 

1,563 

4,004 

5 

5,572 

Total 

$45,242 

$13,333 

$2,956 

$61,531 
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THE  NATIONAL  ECONOMY 

U.S.  economic  activity  slowed  in 
1995,  achieving  the  "soft  landing" 
desired  by  the  Federal  Reserve 
Board.  Growth  in  real  gross  domes- 
tic product  (GDP)  dropped  to 
3.3  percent  from  the  4.1 -percent 
pace  of  1994.  Real  investment  in 
producers'  durable  equipment  again 
led  growth,  posting  the  third 
straight  year  of  double-digit  gains. 
Consumer  spending — up 
2.9  percent  for  1995 — trailed 
slightly  the  growth  in  GDP.  Both 
exports  and  government  purchases 
were  a  drag  on  growth  last  year. 
Fears  that  the  low  level  of  unem- 
ployment would  fuel  price  increases 
proved  groundless.  Inflation,  as 
measured  by  the  GDP  implicit  price 
deflator,  dropped  to  under 
2  percent  for  the  year. 

Sluggish  performance.  Underlying 
growth  appears  substantially  weaker 
than  indicated  by  last  year's  GDP 
advance,  which  was  boosted  by 
strong  third-quarter  inventory 
accumulation.  Most  indicators  of 
national  economic  performance 
paint  a  picture  of  sluggish  activity. 
Although  the  unemployment  rate 
remained  low  and  level — averaging 
5.6  percent  for  1995 — nonfarm  job 


growth  decelerated  over  the  course 
of  the  year.  Year-over-year  employ- 
ment gains  of  3  percent  early  in  the 
year,  dwindled  to  1.5  percent  by 
November.  Factories  cut  payrolls 
throughout  most  of  the  latter  part  of 
the  year  as  tepid  demand  caused 
excess  inventories  to  pile  up. 

Retail  sales  fell  in  October,  after 
increasing  only  0. 1  percent  in 
September.  Early  reports  of  holiday 
sales  suggest  the  season  will  have 
been  disappointing,  with  gains 


generally  trailing  the  year-ago 
performance.  Significantly,  light 
truck  sales,  which  have  been  the 
mainstay  of  the  motor  vehicle 
sector,  declined  in  both  September 
and  October  and  were  flat  in 
November.  October  also  saw  de- 
clines in  industrial  production, 
durable  goods  orders,  housing  starts 
and  leading  economic  indicators. 
Sales  of  single-family  homes  were 
running  2  percent  below  1994 
levels,  despite  declines  in  mortgage 
rates. 


FIGURE  ECON-A 
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Further  inventory'  correction  in  early 
1996  will  follow  the  current  weak- 
ness. The  forecast  assumes  that  the 
Federal  Reserve  will  take  further 
action  to  stabilize  the  economy 
soon. 

Stable  growth.  Real  GDP  is  ex- 
pected to  setde  into  a  moderate 
2-1/2-percent  pace  in  1996  and  199"7, 
based  on  the  traditional  "fixed- 
weight"  1987  measure.  Current 
retail  sales  weakness,  coupled  with 
the  need  to  pare  excessive  business 
inventories,  will  result  in  slower 
growth  over  the  next  two  to  three 
quarters.  However,  the  Federal 
Reserve  is  expected  to  further  cut 
interest  rates,  and  the  bond  market 
is  already  near  the  20-year  lows  (in 
terms  of  yield)  reached  in  1993. 
These  lower  interest  rates  should 
revive  growth  in  late  1996  and  1997. 

Consumer  spending  will  continue 
to  grow  but  at  a  more  moderate 
pace.  High  levels  of  household  debt 
are  a  concern.  Installment  credit — 
including  personal  and  auto  loans, 
as  well  as  credit  card  debt — and 
mortgage  credit  have  been  growing 
much  faster  than  disposable  in- 
come. Relative  to  income,  debt 
levels  are  near  all-time  highs.  In 
part,  this  reflects  the  growing  use  of 
credit  cards  as  a  replacement  for 
cash  and  checks,  due  solely  to 
convenience.  To  the  extent  balances 
are  paid  off  monthly,  this  represents 
merely  a  change  in  method  of 
payment  rather  than  an  increase  in 
debt.  Also,  falling  interest  rates  have 
cut  the  cost  of  servicing  debt, 
thereby  allowing  more  credit 
expansion.  Nonetheless,  the  heavy 
debt  burden  will  restrain  real 
growth  in  personal  consumption 
expenditures  to  the  2-1  2-percent 
range  over  the  next  two  years. 

Export  growth  will  remain  strong, 
helping  to  shrink  the  U.S.  trade 
deficit  in  goods  and  services.  The 
fall  in  the  value  of  the  dollar  has 


increased  the  international  competi- 
tiveness of  U.S.  goods,  which  will 
both  boost  exports  and  slice  im- 
ports. Slowing  growth  here  will  also 
pare  demand  for  imports,  while 
gains  in  economic  activity  are 
anticipated  for  several  major  trading 
partners.  Europe  appears  headed 
for  a  modest  acceleration,  and  Japan 
and  Mexico  are  expected  to  stop 
contracting,  thus  providing  in- 
creased demand  for  U.S.  exports. 

Other  U.S.  forecast  highlights: 

■*■  Inflation  will  remain  fairly 
constant,  'with  consumer  prices 
up  in  the  3-percent  range  this 
year  and  next.  Lower  energy 
prices  will  be  offset  by  higher 
food  costs. 

■*■  Unemployment  will  creep  up 
slightly  from  the  current  5-1/2 
percent,  to  around  6  percent  by 
1997. 

■*■  Personal  income  growth  will  slow 
to  slighdy  under  5  percent  over 
the  next  two  years. 

■*■  Investment  growth  is  expected  to 
moderate,  although  it  will 
continue  to  outpace  overall  GDP. 
This  category  of  GDP  will  be  the 
most  affected  by  the  comprehen- 
sive revision,  due  to  changes  in 
computer  valuation. 

■*•  Federal  government  purchases — 
excluding  transfer  payments — 
will  continue  to  decline  through 
the  forecast  period.  Downsizing 
in  the  defense  area  will  slow  from 
the  pace  of  recent  years,  while 
cutbacks  in  nondefense  spending 
accelerate. 

Major  Overhaul  of  National 
Income  and  Product  Accounts 

The  U.S.  Bureau  of  Economic 
Analysis  (BEA)  has  undertaken  a 
comprehensive  revision  in  nation's 


measures  of  economic  performance. 
The  revised  estimates  include 
definitional  and  statistical  changes, 
as  well  as  the  incorporation  of  new 
data — 1987  benchmark  input- 
output  tables,  1992  Economic 
Census  data,  and  survey  data  from 
1993  and  1994.  However,  the  most 
dramatic  changes  are  in  the  featured 
measures  of  real  economic  output 
and  price  changes.  Since  the  new 
data  was  not  released  prior  to 
budget  preparation,  they  could  not 
be  incorporated  in  the  economic 
forecast  presented  here. 

BEA  now  features  measures  of  real 
gross  domestic  output  (gdp)  and 
prices  calculated  using  "chain-type 
annual-weighted"  indexes,  rather 
than  the  traditional  "fixed-weight" 
measure.  This  change  was  under- 
taken to  eliminate  the  substitution 
bias  inherent  in  the  old  system.  As 
prices  change,  consumers  and 
businesses  shift  to  cheaper  prod- 
ucts, but  the  "fixed-weight"  method 
weighted  these  purchases  based  on 
the  old,  higher-priced  goods  they 
replaced.  This  created  the  greatest 
distortion  for  products  with  large 
price  changes,  such  as  computers. 
Real  growth  in  business  equipment 
and  household  durables  was 
exaggerated  by  massive  investment 
in  computers  which  was  valued  at 
1987  prices. 

The  new  measures  are  expected  to 
subtract  one-half  percentage  point 
from  reported  real  growth  and  to 
increase  GDP  inflation  estimates  by 
about  the  same  amount.  However, 
this  merely  reflects  a  change  in  the 
methodology  for  estimating  real 
growth  and  does  not  alter  the 
oudook  for  the  California  economy. 

THE  CALIFORNIA  ECONOMY 

California's  recovery  is  gaining 
momentum  with  300,000  new  jobs 
added  over  the  last  year.  Job  gains 
are  evident  across  a  broad  spectrum 
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of  the  economy,  including  many 
high-wage,  high-skill  industries.  The 
state's  traditional  strength  in 
technological  innovation  is  making 
it  the  focal  point  for  dynamic 
emerging  industries.  Extension  of 
trends  evident  over  the  last  year 
create  a  very  positive  outlook  for 
California's  economy. 

Solid  growth.  The  pace  of  job 
creation  in  1995 — 2.5  percent — was 
the  fastest  since  1989,  with  growth 
surpassing  the  nation  as  a  whole. 
Employment  reports  indicate  these 
gains  are  being  driven  by  strong 
advances  in  international  trade, 
entertainment  and  tourism,  and 
professional  services.  The  impor- 
tance of  many  of  these  new  jobs  is 
enhanced  by  their  high  average 
wage  levels. 

Motion  picture  production,  com- 
puter programming  and  related 
services,  electronic  components, 
and  capital  goods  manufacturing  are 
examples  of  expanding  industries  in 
which  wages  average  in  excess  of 
$50,000  per  year.  Other  high-wage 
growth  areas  include  engineering 
and  management  consulting,  health 
care  services,  wholesale  trade,  heavy 
construction,  nonresidential  con- 
tractors, plumbing  and  electrical 
firms,  and  advertising. 

International  trade  has  also  been  an 
area  of  tremendous  strength. 
Exports  through  California  ports 
were  up  nearly  20  percent  for  the 
first  half  of  the  year.  Growth  in  the 
state's  leading  exports  of  electronic 
components  and  computers  aided 
the  turn-around  in  electronics 
manufacturing  employment  last 
year.  Wholesale  trade  and  transpor- 
tation job  gains  were  also  tied  in 
part  to  booming  foreign  trade. 

Much  of  the  employment  growth 
during  the  economic  upswing  has 
been  driven  by  new,  fast-growing 
small  firms.  This  is  clear  from 


differences  between  official  employment  data  prepared  by  the  California 
Employment  Development  Department  (EDD)  for  the  U.S.  Bureau  of  Labor 
Statistics  (BLS)  and  unofficial,  interim  employment  estimates  based  upon 
employer  payroll  data.  Official  EDD/BLS  jobs  data  comes  from  a  monthly 
survey  of  well-established  employers.  Employment  gains  at  small  firms  are 
less  likely  to  picked  up  and  new  firms  cannot  be  captured  at  all.  For  this 
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What's  Up  in  California 
Industry  Job  Growth,  November  1994  to  November  1 995 
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What's  Down  in  California 
Industry  Job  Losses,  November  1994-95 
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reason,  an  alternate  estimate  of  jobs  is  prepared  by  EDD,  which  ties  to  the 
most  recent  payroll  reports  filed  by  all  employers.  Differences  between  these 
two  data  series  suggest  that  60  percent  of  the  job  gains  are  occurring  at 
firms  outside  the  population  of  older,  larger  businesses  that  are  surveyed 
monthly. 
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Note:  California  1994  and  1995  distorted  bv  Northridae  eorthauake  and  tax -related  income  shift. 
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Nonfarm  Employment,  US  and  California 
Year-to-Year  Percent  Change 
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However,  not  all  sectors  are  yet 
showing  recovery.  Aerospace  and 
defense  job  losses  continued,  but  at 
a  slower  rate.  The  entire  financial 
sector  is  in  a  major  restructuring, 
with  job  losses  in  deposit  and  non- 
deposit  financial  institutions, 
insurance  carriers  and  real  estate 
agents. 

Housing,  too,  remains  weak.  Permits 
for  new  housing  units  totaled  fewer 
than  90,000  units  for  the  year.  This 
is  about  one-third  the  level  seen  in 
the  late  1980s.  Existing  home  sales 
were  below  year-earlier  levels. 
Continuing  home  price  declines 
have  limited  trade-ups  by  reducing 
or  eliminating  homeowner's  equity. 
Foreclosures,  a  lagging  indicator, 
remained  at  high  levels,  putting 
further  downward  pressure  on 
prices.  Demographic  factors — a 
smaller  young  adult  population  and 
domestic  out-migration  over  the 
course  of  the  recession — plus  falling 
prices  suggest  that  recovery  in 
homebuilding  will  be  slow. 

Personal  income  growth  of 

7.6  percent  for  1995  was  distorted 
by  two  anomalies.  First,  the 
Northridge  earthquake  in  1994 
caused  an  abnormally  low  period 
for  comparison.  Also,  promises  of 
federal  tax  cuts  apparently  led 
taxpayers  to  shift  $3  billion  to 

$4  billion  in  income  (bonuses  and 
stock  options)  from  late  1994  into 
early  1995.  Thus,  1995  income  was 
artificially  boosted  and  the  growth 
rate  was  enhanced  by  comparison 
with  an  unusually  weak  year.  Once 
these  one-time  factors  are  sub- 
tracted, the  underlying  growth  is 

5.7  percent — still  the  largest  gain  in 
the  last  five  years. 

Retail  sales  advanced  consistently  at 
roughly  a  5-percent  rate  throughout 
the  year,  with  long-lasting  durable 
goods  setting  the  pace.  Car  and  light 
truck  sales  were  up  in  California, 
compared  to  declining  sales 
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nationally.  Substantial  gains  in  home 
computer  sales  are  continuing  and 
will  be  a  plus  for  one  of  the  state's 
major  industries. 

Price  increases  remained  contained 
in  1995.  The  Consumer  Price  Index 
for  California  rose  only 
1.8  percent — the  second  year  in  a 
row  of  increases  below  2  percent. 

California  forecast  highlights. 

Solid  gains  in  employment  and 
income  will  continue  for  the  next 
two  years,  with  inflation  remaining 
well  below  the  national  average. 

■*■  Overall,  nonfarm  employment 
growth  should  continue  at  near  a 
2-1/2-percent  pace  for  the  next 
two  years.  Employment  will 
regain  the  pre-recession  peak 
level  in  the  first  half  of  1996. 

•*•  The  state  should  continue  to  see 
growth  in  well-paid,  high-tech- 
nology services,  including  motion 
pictures,  computer  systems  and 
software,  much  of  it  driven  by  the 
emerging  multimedia  industry. 

•*■  Job  losses  in  aerospace  are 
expected  to  gradually  diminish. 
Commercial  aircraft  orders  are  on 
the  rise,  and  the  C-17  military 
transport  contract  will  boost  jobs 
in  California.  However,  growth  in 
electronics  manufacturing  may 
level  off  late  next  year  and  in  1997. 

■*•  Restructuring  in  the  financial 
services  sector  will  gradually 
abate  over  the  next  two  years, 
removing  a  drag  on  the  state's 
economy. 

•*"  Unemployment  should  gradually 
decline,  and  by  1997  the  state's 
jobless  rate  should  be  less  than 
1  percentage  point  above  the 
national  average — about  the  norm 
for  the  post-World  War  II  era. 


"*■  Personal  income  growth  is 
expected  to  strengthen  from  the 
underlying  5-1/2  percent  rate  in 
1995  to  near  6  percent  by  1997. 

■*■  The  forecast  includes  only  a 
modest  uptick  in  homebuilding 
activity  from  88,000  units  last 
year  to  113,000  units  in  1996  and 


133,000  in  1997.  Given  job 
growth  and  lower  interest  rates, 
there  is  upside  potential  in  the 
housing  outlook,  although 
demographics  and  weak  prices 
will  serve  to  dampen  gains.  «■ 


TABLE  ECON'l 


Selected  Economic  Data  for  1995, 1996  and  1997 


United  States 

1995 

1996 

1997 

Real  gross  domestic  product,  (1987  Dollar)  (Percent  change) 

3.3 

2.5 

2.6 

Personal  consumption  expenditures 

2.9 

2.6 

2.4 

Gross  private  domestic  investment 

8.7 

3.3 

5.0 

Government  purchases  of  goods  and  services 

-0.1 

-0.4 

0.3 

GDP  Deflator  (1987=100)  (Percent  change) 

1.8 

2.0 

2.5 

GDP,  (Current  dollar)  (Percent  change) 

5.1 

4.5 

5.1 

Federal  Funds  Rate  (Percent) 

5.8 

5.3 

5.5 

Personal  income  (Percent  change) 

6.0 

4.7 

4.9 

Corporate  profits  before  taxes  (Percent  change) 

8.8 

5.0 

5.8 

Nonfarm  Wage  and  salary  employment  (Millions) 

116.6 

118.5 

120.9 

(Percent  change) 

2.3 

1.6 

2.1 

Unemployment  rate  (Percent) 

5.6 

5.8 

6.0 

Housing  starts  (Thousands) 

1,346.0 

1,416.3 

1,343.8 

(Percent  change) 

-7.0 

5.2 

-5.1 

New  car  soles  (Millions) 

9.0 

8.9 

8.7 

(Percent  change) 

-3.0 

-0.3 

-2.2 

Consumer  Price  lndex(1982-84=100) 

152J 

156.8 

161.8 

(Percent  change) 

2.9 

2.8 

3.2 

California 

Civilian  labor  force  (Thousands) 

15,444 

15,787 

16,087 

(Percent  change) 

-0.2 

2.2 

1.9 

Civilian  employment  (Thousands) 

14,244 

14,637 

14,974 

(Percent  change) 

0.7 

2.8 

2.3 

Unemployment  (Thousands) 

1,200 

1,150 

1,113 

(Percent  change) 

-9.8 

-4.1 

-3.2 

Unemployment  rote  (Percent) 

7.8 

7.3 

6.9 

Nonfarm  Wage  and  salary  employment  (Thousands) 

12,471 

12,790 

13,085 

(Percent  change) 

2.5 

2.6 

2.3 

Personal  income  (Billions) 

$755.9 

$798.6 

$845.7 

(Percent  change) 

7.6 

5.7 

5.9 

Housing  units  authorized  (Thousands) 

88 

113 

133 

(Percent  change) 

-8.5 

27.2 

18.4 

Corporate  profits  before  taxes  (Billions) 

$64.3 

$69.3 

$72.8 

(Percent  change) 

8.9 

7.8 

5.1 

New  auto  registrations  (Thousands) 

1,321 

1,354 

1,379 

(Percent  change) 

-1.9 

15 

1.8 

Total  taxable  sales  (Billions) 

$300.9 

$317.1 

$332.7 

(Percent  change) 

5.2 

5.4 

4.9 

Consumer  Price  Index  (1982-84=100) 

154.3 

157.8 

161.9 

(Percent  change) 

1.8 

2.3 

2.6 

Note:  Percentage  changes  calculated  from  unrounded  data. 
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^Revenue 
(Estimates 


l/he 


le  growth  in  General  Fund 
revenue  over  the  past  year  has  been 
a  clear  indicator  that  economic 
recovery  is  well  underway  for 
California,  as  collections  have 
consistently  exceeded  previous 
expectations. 

By  the  end  of  the  1994-95  fiscal 
year,  revenues  totaled  $42.7  billion, 
which  is  $2.7  billion  above  the 
1993-94  actual  collections.  Revenue 
for  the  current  and  budget  years  is 
forecast  at  $45.0  billion  and 
$45.6  billion,  respectively,  repre- 
senting annual  growth  of  $2.3  bil- 
lion (5.3  percent)  for  1995-96  and 
$0.6  billion  (1.3  percent)  for  1996-97. 
This  includes  the  effect  of  the 
expiration  of  the  top  personal  in- 
come tax  brackets  on  January  1,  1996, 
as  well  as  the  impact  of  the  manu- 
facturers investment  credit.  Com- 
bined, these  provisions  are  esti- 
mated to  reduce  taxes  for  California 
taxpayers  by  $0.8  billion  during 
1995-96  and  by  $1.3  billion  during 
1996-97.  Adjusting  for  these  two  tax 
reductions,  in  addition  to  the  tax 
reduction  proposals  noted  below, 
base  revenue  growth  is  estimated  to 
be  up  6.8  percent  and  35  percent, 
respectively,  over  the  two  years. 


Key  to  California's  business  climate 
and  competitiveness  is  a  continued 
effort  for  tax  reform  to  help  ensure 
that  economic  recovery  strengthens. 
Equally  important,  is  to  send  a 
signal  to  businesses,  working 
families,  and  investors  that 
California's  future  tax  environment 
will  be  more  friendly.  As  part  of  that 
commitment,  the  Governor's 
Budget  proposes  a  15-percent 
reduction  in  the  personal  income 
tax  and  bank  and  corporation  tax 
rates  in  effect  in  1996,  to  be  phased 
in  over  a  three-year  period  begin- 
ning in  1997.  For  both  taxes,  the 
rates  would  be  reduced  by  5  per- 
cent in  1997,  10  percent  in  1998, 
and  15  percent  in  subsequent  years 
from  the  1996  rates.  When  fully 
implemented,  California's  top 
marginal  personal  income  tax  rate 
as  well  as  the  bank  and  corporation 
tax  rate  would  be  reduced  from 
9.3  percent  to  791  percent.  The 
Governor's  Budget  also  proposes  to 
reduce  the  tax  rate  companies  pay 
on  annuity  premiums  from  2.35 
percent  to  0.5  percent,  to  be  phased 
in  over  a  three-year  period  begin- 
ning in  1997.  It  is  also  proposed 
that  a  limited  capital  loss  deduction 
be  allowed  for  first-time  home- 
buyers,  that  the  credit  for  research 
and  development  be  increased  from 


8  percent  to  12  percent  of  qualified 
expenses,  and  that  the  basic 
research  credit  be  increased  from 
12  percent  to  24  percent. 

In  addition,  the  Governor's  Budget 
proposes  a  variety  of  tax  reduction 
issues  which  were  considered  by  the 
Legislature  last  year,  but  packaged 
in  an  attempt  to  leverage  tax  in- 
creases on  the  backs  of  worthy  tax 
reforms,  which  could  not  be  sup- 
ported. These  tax  reduction  provi- 
sions include: 

•*■  Enhancing  the  manufacturers' 
investment  credit  and  net  operat- 
ing loss  carryover  for  specified 
biopharmaceutical  activities; 

•*■  Expanding  the  existing  manufac- 
turers' investment  credit  by 
allowing  semiconductor  equip- 
ment manufacturers  to  claim  the 
credit  on  their  special  purpose 
building  and  foundations; 

•*■  Increasing  the  small  business 
expensing  deduction  amount 
from  $10,000  to  $17,500; 

•*•  Eliminating  the  foreign  payroll 
factor  computation,  thus  permit- 
ting a  75-percent  dividend 
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deduction  regardless  of  fluctua- 
tions in  foreign  payroll; 

■*■  Providing  a  sales  tax  exemption 
for  certain  aircraft  parts  pur- 
chased for  the  maintenance, 
repair,  overhaul,  or  improvement 
of  the  aircraft  in  compliance  with 
Federal  Aviation  Administration 
requirements;  and 

"*■  Enhancing  enterprise  zones  for 
aerospace  workers. 

Combined,  these  tax  reduction 
proposals  are  estimated  to  reduce 
taxes  by  $0.6  billion  during  1996-97, 
$2.0  billion  during  1997-98, 
$3.5  billion  during  1998-99  and 
$4.7  billion  during  1999-00,  for  a 
combined  four-year  tax  reduction  of 
$10.8  billion. 

The  Governor's  Budget  also  in- 
cludes proposals  to  allow  state 
income  tax  filers  to  direct  that  one 
percent  of  their  total  individual  state 
income  tax  liability  be  returned  to 
their  communities  for  local  law 
enforcement  and  to  redirect  specific 
fines  and  penalties  revenues  from 
the  General  Fund  to  the  Trial  Court 
Trust  Fund  for  the  funding  of  the 
Trial  Courts.  These  policy  proposals 
are  discussed  in  the  section  entided 
State  and  Local  Alliance  for  Public 
Safety. 


TABLE  REV-1 


Chapter  383,  Statutes  of  1994,  (SB 
1837)  provided  for  a  significant 
change  in  revenue  analyses.  This 
law  requires  the  Department  of 
Finance,  and  in  budget-related 
matters  the  Legislative  Analyst,  to 
prepare  dynamic  revenue  estimates. 
To  meet  the  requirements  of  that 
legislation,  the  Department  of 
Finance  has  constructed  a  comput- 
able general  equilibrium  model 
(CGE)  of  the  California  economy  in 
order  to  perform  dynamic  analysis 
of  revenue  bills.  The  model,  which 
includes  28  industrial  sectors, 
13  government  sectors,  8  household 
sectors  and  over  1,000  non-linear 
equations,  is  among  the  largest  and 
most  detailed  of  its  kind.  The 
Department  of  Agricultural  and 
Resource  Economics  at  the  Univer- 
sity of  California,  Berkeley  is  col- 
laborating in  the  development  of 
the  model,  providing  theoretical 
guidance  and  research  support  to 
the  project.  Initially,  the 
Department's  capabilities  will  be 
limited,  as  the  model  will  require 
further  development  and  refine- 
ment. However,  the  Department 
anticipates  performing  dynamic 
analysis  on  selected  major  revenue 
bills  this  year  as  a  supplement  to  its 
traditional  fiscal  analysis. 

Table  REV-1  provides  a  summary  of 
the  forecast  and  preliminary  collec- 
tions in  1994-95. 


G 

eneral  Fun 

rJR 

evenue 

(Dollars  in 

Mill 

ons] 

1994-95 

1995-96 

1996-97 

Preliminary 

Forecast 

Forecast 

Personal  Income  Tax 

$18,500 

$20,220 

$20,583 

Sales  and  Use  Tax 

14,630 

15,545 

16,275 

Bank  and  Corporation  Tax 

5,708 

5,680 

5,620 

All  other 

3,872 

3,546 

3,093 

Totals,  revenues  and  transfers 

$42,710 

$44,991 

$45,571 

Annual  percent  change 

5.34% 

1.29% 

Overall,  General  Fund  revenues  and 
transfers  represent  about  77  percent 
of  total  revenues.  The  remaining 
23  percent  are  special  funds, 
dedicated  to  specific  programs.  The 
three  largest  revenue  sources 
(personal  income,  sales,  and  bank 
and  corporation)  account  for 
72  percent  of  total  revenues. 

Personal  Income  Tax  ' 
§20,585,000,000 

Overall,  personal  income  tax 
revenues  are  expected  to  increase 
by  9-3  percent  for  the  current  year 
and  1.8  percent  for  the  budget  year. 
The  estimate  includes  the  impact  of 
the  top  personal  income  tax  rates 
expiring  at  the  end  of  the  1995  tax 
year,  returning  the  top  marginal 
state  income  tax  rate  to  93  percent, 
and  reducing  state  taxes  for  higher 
income  taxpayers  by  almost 
$800  million  for  the  1996  tax  year. 
The  estimate  also  includes  the  first- 
year  impact  of  the  Governor's 
proposal  to  reduce  tax  rates  for  all 
taxpayers  by  5  percent  in  1997, 
10  percent  in  1998,  and  15  percent 
in  subsequent  years  from  their  1996 
rates.  In  addition,  the  Governor's 
proposals  for  small  business  expens- 
ing and  principal  residence  capital 
loss  deductions  have  been  included. 
Excluding  the  above-mentioned  tax 
law  changes,  base  revenue  growth 
for  1994-95  was  up  4.3  percent  and 
is  estimated  to  increase  by 
11.0  percent  and  6.0  percent  for 
1995-96  and  1996-97,  respectively, 
reflecting  the  improved  economy. 

The  California  personal  income  tax, 
which  contributes  approxi- 
mately 45  percent  of  all  General 
Fund  revenues,  is  closely  modeled 
after  the  federal  income  tax  law.  It  is 
imposed  on  net  taxable  income; 
that  is,  gross  income  less  exclusions 
and  deductions.  The  tax  is  progres- 
sive with  rates  ranging  from  1.0  to 
93  percent.  Personal,  dependent, 
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and  other  credits  are  allowed 
against  the  gross  tax  liability. 

In  addition,  taxpayers  may  be 
subject  to  an  alternative  minimum 
tax  (AMT),  which  is  much  like  the 
federal  AMT.  This  feature  is  designed 
to  ensure  that  excessive  use  of  tax 
preferences  does  not  reduce 
taxpayers'  liabilities  below  some 
minimum  level.  Effective  January  1, 
1996  the  AMT  is  equal  to  7.0  percent 
of  the  alternative  minimum  taxable 
income  that  exceeds  an  exemption 
amount. 

The  personal  income  tax  is  adjusted 
annually  by  the  change  in  the 
consumer  price  index  to  prevent 
taxpayers  from  being  pushed  into 
higher  tax  brackets  without  a  real 
increase  in  income. 

The  difficulty  of  forecasting  per- 
sonal income  tax  receipts  is  en- 
hanced by  the  progressive  nature  of 
the  tax.  One  dollar  of  income  on  a 
high-income  tax  return  can  generate 
nine  times  the  revenue  from  a  dollar 
on  a  low-income  return.  In  addition, 


very  high-income  taxpayers  usually 
have  a  great  deal  of  discretion  over 
the  realization  of  income  and  the 
timing  of  deductions.  Thus,  substan- 
tial changes  in  the  portfolios  or  tax 
planning  of  relatively  few  taxpayers 
can  have  a  dramatic  impact  on  state 
revenues.  In  1993,  for  example,  the 
top  4.7  percent  of  state  taxpayers, 
those  with  adjusted  gross  incomes 
of  over  $100,000,  paid  533  percent 
of  the  personal  income  tax. 

Even  more  important  to  recognize 
when  considering  the  progressivity 
of  the  tax  is  the  fact  that  lower 
income  taxpayers,  those  with 
adjusted  gross  incomes  of  less  than 
$20,000,  paid  only  1.5  percent  of 
the  personal  income  tax  in  1993,  yet 
represented  45  percent  of  all 
California  taxpayers.  This  result  is 
demonstrated  in  Figure  REV-A,  which 
displays  the  percent  of  total  returns 
and  tax  paid  by  adjusted  gross 
income  class.  These  statistics  do  not 
take  into  account  the  number  of 
residents  who  were  not  required  to 
file  tax  returns  because  their  ad- 
justed gross  income  was  below  the 


FIGURE  REV-A 


Percent  of  Total  California  Taxpayer  and  State 

Tax  Paid  by  Adjusted  Gross  Income  Class,  1993  Data 

(Dollars  in  Thousands) 


Adjusted  Gross  Income  Class 


threshold  amount  of  $6,000  (single) 
or  $12,000  (married). 

Personal  income  tax  revenue 
forecasting  has  also  been  greatly 
complicated  by  federal  and  state  tax 
changes  which  made  capital  gains 
fully  taxable.  Capital  gains  have 
always  been  an  extremely  volatile 
revenue  source;  holders  of  capital 
assets  are  predominantly  very  high- 
income  taxpayers,  subject  to  the 
maximum  tax  rate,  who  can  time  the 
realization  of  gains  and,  the  pay- 
ment of  tax  to  their  own  advantage. 

The  income  component  of  the 
economic  forecast  forms  the  basis 
for  the  personal  income  tax  forecast. 
Capital  gains  income,  which  is  not 
part  of  the  national  income  ac- 
counts, is  forecast  separately  by 
using  general  economic  activity  and 
stock  market  trends.  Real  estate 
activity  in  the  state  is  also  used  as  a 
guide. 

Personal  income  tax  base  revenues 
have  been  abnormally  weak  since 
1989-90.  Revenues  actually  declined 
by  $54  million  in  1990-91  from  the 
year-earlier  level.  Base  revenues 
continued  to  decline  until  1992-93 
when  there  was  a  modest  growth  of 
1.5  percent.  Not  until  1994-95  did 
personal  income  tax  base  revenue 
growth  exceed  2  percent.  This  is 
largely  a  reflection  of  the  depressed 
economic  conditions.  Layoffs,  wage 
cuts,  interest  income  declines,  and 
asset  deflation  have  all  depressed 
receipts  during  this  period.  Base 
revenues  were  up  4.3  percent  in 
1994-95  from  the  prior  year,  reflect- 
ing the  improved  business  climate 
and  subsequent  job  growth  in  the 
economy. 

Preliminary  data  for  1994  indicate 
that  capital  gains  increased  approxi- 
mately 1.4  percent  from  the  1993 
tax  year.  It  is  likely,  however,  that 
this  growth  was  dampened  as  a 
result  of  taxpayer  behavior  in 
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anticipation  of  federal  tax  reform.  In 
addition  to  any  delayed  capital  gains 
from  1994,  the  securities  market  has 
been  especially  strong  in  1995  with 
the  stock  market  rising  over  30 
percent  alone.  This  strong  market 
performance  should  be  reflected  in 
the  value  of  mutual  fund  shares. 
Mutual  fund  shares  generally  post 
any  profits  in  December  and  these 
holders  are  required  to  make  tax 
payments  on  these  distributed 
profits.  The  increase  in  capital  gains 
realizations  for  the  1995  tax  year  is 
assumed  to  be  slightly  over  20 
percent.  The  base  revenue  attribut- 
able to  capital  gains  in  1994  was 
approximately  $1,979  billion,  and 
the  growth  in  1995  is  estimated  to 
add  an  additional  $415  million  in 
revenue,  assuming  a  9-3-percent 
marginal  tax  rate.  Moderate  growth 
is  assumed  for  future  years;  how- 
ever, this  remains  an  area  of  uncer- 
tainty, and  no  allowance  has  been 
made  for  the  enactment  of  pending 
federal  tax  legislation.  Table  REV-2 
shows  the  1995  growth  in  the 
securities  market  as  of  December  7, 
1995. 

Forecast  revenues  for  the  current 
and  budget  years,  compared  with 
preliminary  collections  in  1994-95, 
are: 

(Dollars  in  Millions) 


1994-95  (Preliminary) 
1995-96  (Forecast) 
1996-97  (Forecast) 


TABLE  REV-2 


$18,500 
20,220 
20,583 


Sales  Tax  -  §16,275,000,000 

The  sales  tax  is  imposed  upon 
retailers  for  the  privilege  of  selling 
tangible  personal  property  in 
California.  Most  retail  sales  and 
leases  are  subject  to  the  tax.  How- 
ever, exemptions  have  been  pro- 
vided for  certain  essentials  such  as 
food  for  home  consumption, 
prescription  drugs,  electricity,  and 
gas  delivered  through  mains, 
thereby  making  the  tax  relatively 
progressive.  In  addition,  other 
exemptions  provide  relief  for  a 
variety  of  sales  ranging  from  custom 
computer  programs  to  returnable 
containers. 

The  breakdown  of  the  7.25-percent 
rate  that  is  currendy  imposed  on  a 
statewide  basis  is  as  follows: 

•*■  5.00-percent  tax  rate  (General 
Fund) — Pursuant  to  Chapter 
117,  Statutes  of  1991,  this  rate 
could  be  reduced  by  0.25  percent 
beginning  each  January  1,  if 
specified  conditions  are  met.  This 
0.25-percent  rate  could  be 
subsequendy  reinstated  if  it  is 
determined  that  the  special  fund 
for  economic  uncertainties  will 
not  exceed  4.00  percent  of 
General  Fund  revenues. 

•*"  0.50-percent  tax  rate  (Local 
Revenue  Fund) — Revenue  from 
this  tax  is  dedicated  to  local 
governments  to  fund  program 
realignment. 


"*■  0.50-percent  tax  rate  (Local 
Public  Safety  Fund) — Chapter  73, 
Statutes  of  1993,  included  a 
temporary  0.50-percent  tax  to 
replace  the  General  Fund 
0.50  percent  share  that  expired 
on  July  1,  1993.  This  tax  was 
dedicated  to  the  Local  Public 
Safety  Fund  for  public  safety 
services,  and  was  in  effect  from 
July  1,  1993  through  December 
31,  1993.  On  November  2,  1993, 
the  voters  approved  a  Constitu- 
tional amendment  to  extend  this 
tax  indefinitely. 

■*■  1.25-percent  local  tax  rate — This 
tax  is  imposed  by  cities  and 
counties  pursuant  to  the  Uniform 
Local  Sales  and  Use  Tax  Law.  Of 
the  1.25-percent  rate,  0.25 
percent  is  dedicated  for  county 
transportation  purposes  and  1.00 
percent  is  for  city  and  county 
general  purpose  use. 

In  addition  to  the  above,  the  Trans- 
actions and  Use  Tax  Law  authorizes 
local  governments  to  impose 
transactions  (sales)  and  use  taxes 
for  general-purpose  as  well  as 
special-purpose  use,  subject  to  voter 
approval.  The  combined  transac- 
tions and  use  tax  rate  may  generally 
be  imposed  in  one-quarter-percent 
increments  for  most  counties  and  is 
limited  to  1.50  percent.  San  Mateo 
and  San  Francisco  Counties  are 
authorized  to  impose  a  rate  of  0.50 
and  0.25  percent,  respectively, 
above  that  limit,  and  San  Diego  is 
currently  restricted  to  a  1.00- 
percent  combined  rate.  Thus,  with 
the  noted  exceptions,  the  maximum 
combined  state  and  local  tax  rate  is 
currendy  limited  to  8.75  percent. 


Index 

12-Month  High 

12-Month  Low 

From  12/31/94 

PCT 

DJ1A 

5199.13 

3685.73 

1324.95 

34.55 

01  Equity 

585.77 

420.11 

148.9 

34.38 

S&P500 

620.18 

445.45 

156.9 

34.16 

Nosdouq  Comp. 

1069.79 

719.05 

30121 

40.06 

Currendy  two  counties  may  impose 
transactions  and  use  taxes  at  incre- 
ments other  than  0.25  percent. 
Chapter  244,  Statutes  of  1994, 
authorized  Stanislaus  County,  and 
Chapter  895,  Statutes  of  1995, 
authorized  San  Joaquin  County  to 
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impose  a  transactions  and  use  tax  at 
a  rate  of  one-eighth  of  one  percent 
for  purposes  of  funding  countywide 
library  programs  and  operations. 

Transactions  and  use  tax  authority  is 
generally  limited  to  countywide 
boundaries,  with  the  following 
exceptions:  the  City  of  Calexico  may 
impose  a  0.50-percent  rate  for  the 
purpose  of  funding  the  Heffernan 
Memorial  Hospital  District,  the 
Fresno  Metropolitan  Projects 
Authority,  which  generally  sur- 
rounds the  City  of  Fresno,  may 
impose  a  0.10-percent  rate  for  the 
purpose  of  funding  scientific  and 
cultural  programs  in  the  Fresno 
metropolitan  area,  the  City  of 
Lakeport  may  levy  a  transactions 
and  use  tax  rate  of  0.25  percent,  or 
any  multiple  thereof  up  to 

1.0  percent  for  streets  and  roads, 
the  cities  of  Clearlake  and  Fort 
Bragg  may  levy  a  transactions  and 
use  tax  rate  of  0.25  or  0.50  percent 
for  public  safety  services,  and  the 
Town  of  Truckee  may  levy  a  transac- 
tions and  use  tax  rate  of  0.50 
percent  for  streets  and  roads.  These 
locally  imposed  rates  are  collected 
by  the  state  for  each  local  jurisdic- 
tion and  are  not  included  in  the 
state's  revenue  totals.  A  summary  of 
the  combined  state  and  local  tax 
rates  by  county  is  contained  in 
Table  REV-3. 

The  sales  and  use  tax  forecast  is 
prepared  by  relating  taxable  sales  by 
type  of  sale  to  various  economic 
factors  such  as  disposable  personal 
income,  employment,  housing 
starts,  new  car  sales,  and  inflation. 
The  forecasted  growth  in  annual 
taxable  sales  for  1995  is  estimated 
to  be  5.2  percent,  increasing  to 
5.4  percent  by  1996.  A  summary  of 
the  forecast  for  taxable  sales  growth 
is  presented  in  Table  REV-4. 

Taxable  sales  in  1994  grew 

5.1  percent  compared  to  1993, 
when  sales  grew  only  2.3  percent 


TABLE  REV-5 


Combined  State  and  Local  Sales  and  Use  Tax 
Rates  by  County 

(Effective  January  1,  1996) 


County Tax  Rate 

Alameda 8.25% 

Alpine 7.25% 

Amador 7.25% 

Butte 7.25% 

Calaveras 7.25% 

Colusa 7.25% 

Contra  Costa 8.25% 

Del  Norte 7.75% 

El  Dorado 7.25% 

Eresno2' 7.75% 

Glenn 7.25% 

Humboldt 725% 

Imperial3' 7.75% 

Inyo 7.75% 

Kern 7.25% 

Kings 725% 

Lake 7.25% 

Lassen 7.25% 

Los  Angeles 8.25% 


County Tax  Rate 

Madera 7.75% 

Marin 7.25% 

Mariposa 7.25% 

Mendocino 7.25% 

Merced 7.25% 

Modoc 7.25% 

Mono 7.25% 

Monterey" 7.25% 

Napa 7.25% 

Nevada .'. 7.25% 

Orange 7.75% 

Placer 725% 

Plumas 7.25% 

Riverside 7.75% 

Sacramento 7.75% 

San  Benito 8.25% 

San  Bernardino 7.75% 

Son  Diego" 7.75% 

San  Francisco 8.50% 


County Tax  Rate 

San  Joaquin 7.75% 

San  Luis  Obispo 7.25% 

San  Mateo 8.25% 

Santa  Barbara 7.75% 

Santa  Clara 7.75% 

Santo  Cruz 8.25% 

Shasta 7.25% 

Sierra 7.25% 

Siskiyou 7.25% 

Solano 7.25% 

Sonoma 750% 

Stanislaus 7.38% 

Sutter 725% 

Tehama 7.25% 

Trinity 7.75% 

Tulare 7.75% 

Tuolumne 7.25% 

Ventura 7.25% 

Yolo 725% 

Yuba 7.25% 


"  Temporarily  reduced  to  6.5%  beginning  10/1/94. 

21 7.85%  for  sales  in  the  Fresno  Metropolitan  Projects  Authority  ond  its  "sphere  of  influence." 
3/  8.25%  for  sales  in  the  City  of  Calexico  (Calexico  Heffernan  Memorial  Hospital  District). 
4/  Temporarily  reduced  to  7.0%  beginning  4/1/94. 


TABLE  REV-4 


Taxable  Sales  Growth  in  California 


1994 

1995 

1996 

1997 

Actual 

Forecast 

Forecast 

Forecast 

Motor  Vehicles 

7.49% 

6.08% 

6.72% 

5.26% 

Fuel 

0.32% 

1.60% 

0.86% 

4.85% 

Building  Materials 

6.97% 

2.10% 

6.24% 

5.96% 

Manufacturing  and  Services 

6.34% 

8.22% 

4.10% 

4.49% 

All  other  Retail  Sales 

4.23% 

4.90% 

5.91% 

4.87% 

Total  Taxable  Soles 

5.09% 

5.22% 

5.35% 

4.94% 

after  adjusting  for  the  1992  base 
changes.  While  detail  for  the  third 
quarter  is  not  yet  available,  based  on 
cash  receipts,  sales  appear  to  have 
risen  5.7  percent  from  the  prior 
year.  Based  on  the  first  prepayment 
for  the  fourth  quarter  of  1995,  it  is 
estimated  that  fourth-quarter  sales 
will  be  up  4.7  percent  from  the 
prior  year.  Adjusting  for  inflation, 


the  fourth  quarter  is  estimated  to 
grow  30  percent  from  the  prior 
year.  Figure  JREV-B  illustrates  the 
actual  and  estimated  quarterly 
growth  in  California  taxable  sales. 

Chapter  881,  Statutes  of  1993, 
(SB  671)  provided  a  sales  tax 
exemption  for  new  firms  or  a  credit 
for  existing  firms'  purchases  of 
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manufacturing  equipment.  Prior  to 
the  credit,  and  since  1989,  these 
sales  were  essentially  flat  or  declin- 
ing. Since  the  credit  has  been  in 
effect,  the  manufacturing  compo- 
nent has  averaged  four  percent 
growth.  Manufacturing,  together 
with  services,  comprised  almost 


20  percent  of  all  taxable  sales  for 
1994  (see  Figure  REV-C). 

Other  adjustments  to  revenues 
include  the  following: 

In  June  of  1990,  the  California 
Court  of  Appeals  ruled  that  direct 


FIGURE  REV-B 


Taxable  Sales  in  California 
(Annual  Percent  Change  in  Constant  Dollars) 


Calendar  Year 
"'includes  tie  impact  of  expanding  the  tax  base  to  include  candy,  snack  foods  and  bottled  wafer  from  July  15, 1991  through  November  30, 1992. 


overhead  items  purchased  under 
U.S.  government  cost  reimburse- 
ment contracts  are  not  taxable.  As  a 
result,  the  state  has  issued  some 
refunds  and  is  continuing  to  resolve 
the  remaining  cases.  The  estimate 
assumes  that  $55  million  and 
$50  million  will  be  refunded  during 
the  current  and  budget  years, 
respectively. 

Current  law  specifies  that  certain 
state  revenues  from  the  sales  tax  on 
gasoline  and  diesel  fuel  sales  be 
transferred  to  the  Transportation, 
Planning  and  Development  Ac- 
count. The  combined  transfer  to 
this  Account  during  1995-96  is 
estimated  to  be  $  168  million, 
increasing  to  $175  million  during 
1996-97. 

The  Governor's  Budget  proposes  to 
exempt  property  that  becomes  a 
component  part  of  an  exempt 
aircraft  as  a  result  of  maintenance, 
repair,  overhaul,  or  improvement  of 
the  aircraft.  This  is  expected  to 
result  in  a  General  Fund  loss  of 
$4.5  million  in  sales  and  use  tax 
revenues  in  the  budget  year. 


FIGURE  REV-C 


1 994  Taxable  Sales  by  Major  Components 
(Dollars  in  Billions) 


Building 
$24,430  =  8.6% 


Motor  Vehicles 
$42,484  =  14.9% 


Mfg.  &  Services 
$56,578  =  19.8% 


"  Includes  furniture,  apparel,  general  merchandise,  and  eating  &  drinking  establishments 


Revenues  from  state-imposed  sales 
tax  revenues  are  delineated  in  Table 
REV-5.  General  Fund  revenues  for 
the  current  and  budget  years, 
compared  with  preliminary  collec- 
tions in  1994-95,  are: 

(Dollars  in  Millions) 

1994-95  (Preliminary)  $14,630 

1995-96  (Forecast)  15,545 

1996-97  (Forecast)  16,275 

Bank  &  Corporation  Tax  > 
§5,620,000,000 

Budget  year  revenues  have  been 
reduced  by  $110  million  to  reflect 
the  Governor's  tax  reform  propos- 
als, which  include  a  proposed  tax 
rate  reduction  for  income  years 
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TABLE  REV-5 


Sales  Tax  Revenue 

(Dollars  in  Thousands) 


1994-95 
Preliminary 


1995-96 
Forecast 


1996-97 
Forecast 


General  Fund 
Local  Revenue  Fund 
Transportation,  Planning,  and 
Development  Account 
Disaster  Relief  Fund 
Total 


$14,629,608 
1,491,800 

160,646 

1,898 

$16,283,952 


$15X5,000 
1,593,300 

168,366 

151_ 

$17,306,817 


$16,275,000 
1,662,300 

175,218 

0 

$18,112,518 


beginning  on  and  after  January  1, 
1997.  The  9. 3-percent  tax  rate 
would  be  reduced  to  8.84  percent 
in  1997,  8.37  percent  in  1998,  and 
7.91  percent  in  1999.  This  is  esti- 
mated to  reduce  General  Fund 
revenue  by  #90  million  in  1996-97. 
Also  included  as  part  of  tax  reform 
are  the  impacts  of  increasing  the 
research  and  development  credit, 
simplifying  the  computation  for 
foreign  source  dividend  deductions, 
and  modifications  to  the  Manufac- 
turers' Investment  Credit  as  well  as 
to  the  enterprise  zone  hiring  credit 
as  it  pertains  to  aerospace  employ- 
ees. Adjusting  for  these  and  miscel- 
laneous other  factors  including  the 
impact  of  the  manufacturers' 
investment  credit,  base  revenue 
growth  for  1994-95  was  up 
22.8  percent  and  is  estimated  to 
increase  by  7.1  percent  and 
5.7  percent  for  1995-96  and 
1996-97,  respectively. 

Bank  and  corporation  tax  revenues 
are  actually  derived  from  four  taxes: 

"*■  The  franchise  tax  and  the  corpo- 
rate income  tax  are  levied  at  a 
93  percent  rate  on  profits.  The  former 
is  imposed  on  corporations  for 
the  privilege  of  doing  business  in 
California,  while  the  latter  is 
imposed  on  corporations  that  do 
not  do  business  in  the  State  but 


derive  income  from  California 
sources.  These  are  primarily  firms 
engaged  wholly  in  interstate 
commerce  and  holding  compa- 
nies. Corporations  that  qualify  for 
Sub-Chapter  S  status  are  taxed  at 
a  1.5  percent  rate.  California  Sub- 
Chapter  S  provisions  are  similar 
to  federal  law. 

•*■  Banks  and  other  financial  corpo- 
rations pay  an  additional  tax  (i.e., 
"Bank  Tax")  on  their  net  income. 
This  tax  is  in  lieu  of  personal 
property  taxes  and  business 
license  taxes.  The  current  rate  for 
this  tax  is  two  percent.  The  bank 
tax  is  in  addition  to  the  franchise 
tax. 

■*■  The  alternate  minimum  tax  is 
similar  to  that  in  federal  law.  This 
tax  is  imposed  at  a  rate  of  seven 
percent  beginning  with  the  1988 
tax  year.  In  prior  years,  California 
imposed  a  tax  on  preference 
income. 

■*■  A  minimum  franchise  tax  of  $800 
is  imposed  on  corporations 
subject  to  the  franchise  tax  but 
not  on  those  subject  to  the 
income  tax. 

Since  the  tax  is  a  function  of  corpo- 
rate profits,  the  relationship  of 
California  profits  to  the  national 


corporate  profits  is  important. 
However,  the  relationship  is  not 
precise  because  business  activity  in 
California  may  differ  from  that  of 
the  nation.  Also,  state  tax  law 
defines  profits  differently  than 
standard  business  accounting,  and 
national  profits,  as  represented  by 
the  economic  forecast,  are  the  net  of 
all  gains  and  losses  whereas  only 
gains  are  taxed.  The  preparation  of 
the  forecast  involves  consideration 
of  the  trend  in  non-corporate 
business  income,  California  employ- 
ment, and  recent  actual  cash 
experience.  Non-corporate  business 
income  is  available  for  California 
whereas  corporate  profit  data  are 
not.  The  forecast  reflects  the  eco- 
nomic recovery  and  recent 
legislation. 

A  current  law  factor  which  signifi- 
cantly impacts  the  forecast  is  the 
Manufacturers'  Investment  Credit, 
which  was  enacted  in  1993.  The  first 
full  impact  of  the  credit  will  be  in 
1995-96.  (This  credit  applies  to 
investments  made  on  or  after 
January  1,  1994,  but  could  not  be 
claimed  until  the  taxable  or  income 
year  beginning  in  1995.)  Other 
factors  that  impact  the  forecast 
include  net  operating  loss  carry 
forwards,  Sub-Chapter  S  provisions, 
and  the  research  tax  credit. 

Significant  legislation  enacted 
during  1995  included  Chapter  679 
(SB  513)  (establishment  of  limited 
liability  partnerships),  Chapter  2 
(SB  13)  (clarifying  measure  for 
limited  liability  companies),  Chapter 
845  (SB  633)  (charges  and  penalties 
for  tax  fraud),  Chapter  494  (SB  712) 
(enterprise  zone  implementation 
cleanup),  Chapter  490  (SB  887)  (tax 
administration  provisions  on  the 
water's  edge  group,  reporting 
requirements  and  penalties,  and 
modifications  and  deletion  of  the 
sunset  date  for  relief  provisions  on 
perfecting  elections  and  waiving  of 
penalties.) 
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Chapter  881,  Statutes  of  1993, 
(SB  671)  eliminated  the  fees  paid 
into  the  Unitary  Fund  by  interna- 
tional corporations  electing  to  base 
their  profits  on  their  U.S.  (water's 
edge)  rather  than  worldwide 
operations.  This  forecast  assumes 
that  the  Unitary  Fund  will  collect 
$1  million  in  1995-96  and  $500,000 
in  1996-97  from  audit  activity  and 
miscellaneous  cleanup. 

General  Fund  forecast  revenues  for 
the  current  and  budget  years, 
compared  to  preliminary  collections 
in  1994-95,  are: 

(Dollars  in  Millions) 

1994-95  (Preliminary)  $5,708 

1995-96  (Forecast)  5,680 

1996-97  (Forecast)  5,620 

Insurance  Tax  -  $1,120,000,000 

The  majority  of  insurance  written  in 
California  is  subject  to  a 
2.35-percent  gross  premiums  tax. 
This  premium  tax  takes  the  place  of 
all  other  state  and  local  taxes  except 
those  on  real  property  and  motor 
vehicles.  The  basis  of  the  tax  is  the 
amount  of  "gross  premiums" 
received,  less  return  premiums, 
upon  business  done  in  the  state, 
with  some  exceptions.  Insurers 
transacting  title  insurance  are  taxed 
upon  all  income  received  in  this 
state  with  the  exception  of  interest, 
dividends,  rents  from  real  property, 
profits  from  the  sale  or  disposition 
of  investments  and  income  arising 
out  of  investments.  Ocean  marine 
insurers  are  taxed  upon  underwrit- 
ing profits  at  a  5-percent  rate.  Other 
exceptions  to  the  2.35-percent  rate 
include  certain  pension  and  profit- 
sharing  plans,  including  qualified 
annuities,  which  are  taxed  at  the 
lesser  rate  of  0.5  percent;  surplus 


lines  and  nonadmitted  insurance 
are  taxed  at  3  percent. 

An  annual  survey  conducted  by  the 
Department  of  Finance  is  used  to 
project  insurance  premium  growth. 
Responses  are  obtained  from  about 
300  insurance  companies,  account- 
ing for  over  two-thirds  of  the 
insurance  written  in  California. 
Figure  REV-D  illustrates  the  propor- 
tion of  premiums  by  insurance  type, 
from  which  the  revenue  is  derived. 
For  1994,  $53.5  billion  in  taxable 
premiums  were  reported.  Whereas 
the  results  of  the  1994  survey  had 
predicted  growth  of  2.8  percent  in 
1995,  the  most  recent  survey 
indicates  that  taxable  premiums  will 
decline  by  2.3  percent  in  1995  and 
increase  by  6.5  percent  in  1996.  The 
individual  line  of  insurance  that 
experienced  the  greatest  decline 
between  the  two  surveys  was 
Workers'  Compensation. 
Figure  REV-E  illustrates  the  Workers 
Compensation  premium  decline 
since  July  1993  when  reforms  were 
implemented. 


-   The  Governor's  Budget  includes  a 
proposal  to  reduce  the  insurance 

•  tax  rate  for  non-qualified  annuities 
'   on  premiums  written  after 

•  January  1,  1997.  Non-qualified 

'   annuities  are  used  as  a  retirement 

•  savings  vehicle  and  are  purchased 
|   with  after-tax  dollars.  Only  nine 

.   states  and  the  District  of  Columbia 
|   tax  annuity  premiums.  California 

•  has  the  second  highest  annuity  tax 

'   and  is  the  only  state  to  tax  qualified 
.    and  non-qualified  annuities  at  a 
different  rate.  As  proposed,  the 
.   current  tax  rate  of  2.35  percent  will 

•  be  reduced  to  0.5  percent  over  a 
three-year  period.  Specifically,  the 

I   rate  would  be  1.73  percent  for 
'    1997,  1.11  percent  for  1998  and 
|   0.5  percent  thereafter.  Revenues  are 

•  not  impacted  for  1996-97  because  of 
the  structure  of  the  gross  premiums 

•  tax,  since  prepayments  on  gross 
premiums  are  calculated  based  on 

•  25  percent  of  the  prior  year  tax 

\   liability.  Thus,  the  first-year  impact 
will  be  in  1997-98. 


FIGURE  REV-D 
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FIGURE  REV-F 


Estate,  Inheritance,  and  Gift  Tax  Revenues 
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Forecast  revenues  for  the  current 
and  budget  years,  compared  with 
preliminary  collections  in  1994-95 
are: 

(Dollars  in  Millions) 

1994-95  (Preliminary)  $999 

1995-96  (Forecast)  1,139 

1996-97  (Forecast)  1,120 

Estate/I inheritance/Gift  Taxes  - 
S578,OOO,0OO 

Proposition  6,  an  initiative  measure 
adopted  by  the  voters  in  June  of 
1982,  repealed  the  inheritance  and 
gift  taxes  and  imposed  an  estate  tax 
designed  to  pick  up  the  maximum 
credit  allowed  against  the  federal 
estate  tax,  otherwise  known  as  the 
"pick-up  tax."  The  pick-up  tax  is 
computed  on  the  basis  of  the 
federal  "taxable  estate"  and  tax  rates 
range  from  0.8  percent  to 
16  percent.  This  tax  does  not 
increase  the  liability  of  the  estate 
due  to  the  fact  that  it  would  other- 
wise be  paid  to  the  federal  govern- 
ment. The  date  of  death  or  the  date 
a  gift  is  made  determines  which  tax 
laws  prevail.  As  a  result  of  Proposi- 
tion 6,  taxes  from  this  source  have 
dropped  significantly  since  enact- 
ment. 

For  state  tax  purposes,  the  former 
inheritance  and  gift  taxes  apply  to 
deaths  and  gifts  occurring  prior  to 
June  of  1982,  whereas  transfers 
attributable  to  deaths  on  or  after 
that  date  would  only  be  subject  to 
the  federal  credit.  Figure  REV-F 
displays  this  trend  since  1984.  Past 
year  preliminary  revenues  and 
estimates  for  the  current  and  budget 
years  are: 

(Dollars  in  Millions) 


1994-95  (Preliminary)  $599 

1995-96  (Forecast)  543 

1996-97  (Forecast)  578 
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Alcoholic  Beverage  Taxes  < 
$262,000,000 

Taxes  on  alcoholic  beverages  are 
levied  on  the  sale  of  beer,  wine,  and 
distilled  spirits.  The  rates  vary  with 
the  type  of  alcoholic  beverage.  The 
tax  rate  per  gallon  for  beer,  dry 
wine,  and  sweet  wine  is  $0.20.  The 
tax  rates  per  gallon  for  sparkling 
wine  and  distilled  spirits  are  $0.30 
and  $3. 30,  respectively. 

Total  gallons  consumed  for  all  types 
of  alcoholic  beverages  are  expected 
to  decline  a  moderate  1.7  percent  in 
both  the  current  and  budget  years. 


FIGURE  REV-C 


Total  alcoholic  beverage  tax  rev- 
enues from  1985-86  through  1996-97 
are  illustrated  in  Figure  REV-G.  Past 
year  preliminary  revenues  and 
estimates  for  the  current  and  budget 
years  are  shown  in  Table  REV-6. 

Cigarette  Tax  -  §162,000,000 

The  excise  tax  imposed  on  distribu- 
tors selling  cigarettes  in  California 
has  been  35  cents  per  package, 
since  January  of  1989,  as  a  result  of 
voter  approval  of  Proposition  99.  At 
the  same  time,  an  excise  tax  on 
cigars,  chewing  tobacco,  pipe 
tobacco  and  snuff  was  implemented 
at  a  rate  "equivalent"  to  the  tax  on 


Alcoholic  Beverage  Tax  Revenue 
(Dollars  in  Millions) 
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cigarettes.  The  cigarette  tax  was 
increased  by  two  cents  per  package 
effective  January  1,  1994,  with 
passage  of  the  Breast  Cancer  Act 
(Chapter  660,  Statutes  of  1993). 
Twenty-five  cents  of  the  tax  per 
package  of  cigarettes,  and  the 
equivalent  rates  levied  on  non- 
cigarette  tobacco  products,  are 
allocated  to  a  special  fund  for 
distribution  as  determined  by 
Proposition  99.  Ten  cents  of  the  tax 
per  package  is  allocated  to  the 
state's  General  Fund,  with  the 
remaining  two  cents  deposited  into 
the  Breast  Cancer  Fund. 

Projections  of  total  and  per  capita 
consumption  of  cigarettes  provide 
the  basis  for  the  cigarette  tax 
estimate.  The  cumulative  effect  of 
product  price  increases,  the  increas- 
ingly restrictive  environment  for 
smokers,  and  state  anti-smoking 
campaigns  funded  by  Proposition  99 
revenues  have  significantly  impacted 
cigarette  consumption.  Per  capita 
consumption  had  been  declining  at 
an  average  rate  of  three  percent 
annually  from  1983-84  through 
1987-88,  and  then  decreased  rapidly 
with  the  onset  of  Proposition  99. 
During  1989-90,  per  capita  con- 
sumption was  123  packs,  compared 
with  90  in  1994-95.  This  figure 
equates  to  a  27  percent  decrease  in 
five  years.  The  estimated  increase  in 
the  smoking-age  population  will 
somewhat  offset  the  declining  per 
capita  consumption  in  future  years, 


TABLE  REV-6 


TABLE  REV-7 


Beer, 

W 

ine  and  Distilled 

Spirits  Revi 

jnue 

Tobacco  Tax  Revenue 

(Dollars  in  Mill 

ions) 

(Dollars  in  Mill 

ons) 

1994-95 
Preliminary 

1995-96 
Forecast 

1996-97 
Forecast 

1994-95 
Preliminary 

1995-96 
Forecast 

1996-97 
Forecast 

Beer  and  Wine 
Distilled  Spirits 

Total 

$139 

130 

$269 

$139 
127 

$266 

$137 
125 

$262 

General  Fund 
Special  Fund 
Total 

$174.5 

500.2 

$674.7 

$166.4 

477.6 

$644.0 

$162.0 

468.1 

$630.1 
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resulting  in  declines  in  total  con- 
sumption of  approximately  two 
percent  in  the  current  and  budget 
years. 

Wholesale  price  data  provide  the 
basis  for  the  revenue  estimate  for 
other  tobacco  products.  Based  on 
recent  consumption  patterns,  it  is 
estimated  that  increases  of  other 
tobacco  products  will  occur  by 
14.2  percent  in  1995-96  and 
8  percent  in  1996-97. 


Per  capita  consumption  of  ciga- 
rettes, in  packs,  from  1982-83 
through  1996-97,  is  illustrated  in 
Figure  REV-H.  Total  tobacco  tax 
revenue  estimates  are  shown  in 
Table  REV-7. 

Horse  Racing  Revenue  - 
$67,505,000 

Horse  racing  revenue  comes  prima- 
rily from  license  fees  imposed  on 
amounts  wagered  by  the  public.  The 
license  fee  revenue  schedule  is 


TABLE  REV-8 

Horse  Racing  Revenue 

(In  Thousands) 

1994-95 

1995-96 

1996-97 

Preliminary 

Forecast 

Forecast 

General  Fund 

$71,062 

$68,505 

$67,305 

Fair  &  Exposition  Fund 

24,244 

24,704 

24,400 

Satellite  Wagering  Account 

12,918 

12,450 

12,450 

Wildlife  Restoration  Fund 

750 

750 

750 

Total 

$108,974 

$106,409 

$104,905 

FIGURE  REV-H 
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based  upon  many  factors,  including 
the  amount  wagered,  the  location  of 
the  track,  the  type  of  horse  racing, 
the  type  of  wager,  and  whether  or 
not  the  wager  is  made  on-track  or  at 
a  satellite  facility.  Other  revenue 
sources  include  breakage  (the  odd 
cents  not  paid  to  winning  ticket 
holders),  unclaimed  parimutual 
tickets,  occupational  license  fees, 
fines,  and  penalties. 

The  public  may  attend  the  live 
meets,  or  watch  and  wager  at  off- 
track  facilities  that  receive  the  races 
televised  live  via  satellite.  In  addi- 
tion, out-of-state  betting  systems 
include  their  wagers  in  the  betting 
pools  of  races  taking  place  in 
California,  with  the  state  receiving  a 
share  of  each  dollar  wagered. 

Racing  associations  and  fairs  will 
present  over  800  days  of  racing  in 
1996,  featuring  a  variety  of  horse 
breeds  and  including  harness 
racing. 

Horse  racing  revenues  to  the  state 
have  declined  significantly  during 
the  past  ten  years.  The  state  license 
fee  for  off-track  wagers  is  about  one- 
half  the  license  fee  for  on-track 
wagers.  For  the  budget  year,  wagers 
and  license  fees  are  expected  to 
continue  declining  due  to  lower 
overall  wagering  and  continuing 
shifts  from  on-track  to  off-track 
wagering.  Table  REV-8  provides 
information  on  the  distribution  of 
receipts  from  horse  racing. 

Special  Fund  Revenue 

The  California  Constitution,  codes, 
and  statutes  specify  the  uses  of 
certain  revenue.  Such  receipts  are 
accounted  for  in  various  special 
funds.  In  general,  special  fund 
revenues  comprise  three  categories 
of  income: 

■*•  Receipts  from  tax  levies  that  are 
allocated  to  specified  functions, 
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such  as  motor  vehicle  taxes  and 
fees. 

•*•  Charges  for  special  services  to 
specific  functions,  including  such 
items  as  business  and  profes- 
sional license  fees. 

■*•  Rental  royalties  and  other  re- 
ceipts designated  for  particular 
purposes — for  example,  oil  and 
gas  royalties. 

Motor  vehicle-related  taxes  and  fees 
account  for  approximately 
60  percent  of  all  special  fund 
revenue.  Principal  sources  of  this 
income  are  motor  vehicle  fuel  taxes, 
registration  and  weight  fees,  and 
vehicle  license  fees.  During  1995-96, 
$7.7  billion  will  be  derived  from  the 
ownership  or  operation  of  motor 
vehicles.  Approximately 
$4.7  billion  of  this  revenue  will  be 
returned  to  local  governments.  The 
remainder  will  be  available  for 
various  state  programs  related  to 
transportation  and  services  to 
vehicle  owners. 

Chapter  85,  Statutes  of  1991, 
created  a  new  special  fund  for  the 
purpose  of  local  program  realign- 
ment. Revenue  attributable  to  a 
0.50-percent  sales  tax  rate  is  trans- 
ferred to  this  Local  Revenue  Fund. 
During  1994-95,  local  governments 
received  $1.5  billion  from  this 
revenue  source.  In  addition  to  this 
revenue,  approximately  25  percent 
of  all  vehicle  license  fees  are  trans- 
ferred to  this  fund. 

Funds  from  the  Proposition  99 
tobacco  related  taxes  are  allocated 
to  a  special  fund  for  distribution  to 
a  variety  of  accounts  as  determined 
by  the  measure.  Receipts  for  this 
fund  are  estimated  at  $444.3  million 
in  the  current  year  and  $436.1 
million  in  the  budget  year.  An 
additional  $3 3- 3  million  for  breast 
cancer  research  will  be  generated  in 
the  current  year  by  the  two  cents- 


per-pack  cigarette  tax  enacted  in 
1993,  while  $32.0  million  will  be 
generated  in  the  budget  year  for  this 
purpose.  The  original  ten  cents-per- 
pack-tax  on  cigarettes  is  allocated  to 
the  General  Fund. 

Motor  Vehicle  Fees  - 
$5,065,240,000 

Motor  vehicle  fees  consist  of  vehicle 
license,  registration,  weight,  driver's 
license  fees  and  various  other 
charges  related  to  vehicle  operation. 

The  vehicle  license  fee  (VLF)  is 
imposed  for  the  privilege  of  operat- 
ing a  vehicle  on  the  public  highways 
in  California.  This  tax  is  imposed  in 
lieu  of  a  local  personal  property  tax 
on  automobiles  and  is  administered 
by  the  Department  of  Motor  Ve- 
hicles. All  of  the  revenues  from  this 
tax,  other  than  administrative  costs 
and  fees  on  trailer  coaches  and 
mobilehomes,  are  constitutionally 
dedicated  to  local  governments. 

The  vehicle  license  fee  is  calculated 
on  the  vehicle's  "market  value," 


FIGURE  REV-I 


which  is  the  cost  to  the  purchaser 
exclusive  of  sales  tax,  adjusted  by  a 
depreciation  schedule.  For  motor 
vehicles,  the  schedule  is  based  on 
an  1 1-year  depreciation  period;  an 
18-year  depreciation  period  is  used 
for  trailer  coaches.  A  two-percent 
rate  is  applied  to  the  depreciated 
value  to  determine  the  fee.  Thus, 
revenue  from  this  source  is  contin- 
gent on  the  number  of  vehicles  in 
the  state,  the  ages  of  those  vehicles, 
and  their  most  recent  sales  prices. 

The  Department  of  Motor  Vehicles 
administers  the  VLF  for  trailer 
coaches  that  are  not  installed  on 
permanent  foundations.  Those 
which  are  installed  on  permanent 
foundations  (mobilehomes)  are 
subject  to  either  local  property  taxes 
or  the  VLF.  Generally,  if  the 
mobilehome  was  purchased  new 
prior  to  July  1,  1980,  it  is  subject  to 
the  VLF  which,  in  this  instance,  is 
administered  by  the  Department  of 
Housing  and  Community  Develop- 
ment rather  than  the  Department  of 
Motor  Vehicles.  All  other 
mobilehomes  are  subject  to  the 
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local  property  tax.  Chapter  699, 
Statutes  of  1992,  provided  that  all 
trailer  coach  license  fees  that  are 
administered  by  the  Department  of 
Motor  Vehicles  be  deposited  in  the 
General  Fund.  Beginning  in  1994- 
95,  all  other  trailer  coach  license 
fees  are  also  deposited  into  the 
General  Fund. 

Allowing  for  scrappage  and  for 
vehicles  entering  and  leaving  the 
state,  total  fee-paid  registrations 
(autos,  trucks,  trailers,  and  motor- 
cycles) including  a  proportional 
factor  for  multi-state  vehicles  at  year 
end,  are  estimated  at  24,249,000  for 
1995-96,  and  24,451,000  for 
1996-97.  As  can  be  seen  in  Figure 
REV-I  there  had  been  virtually  no 
growth  in  new  automobile  and 
commercial  truck  registrations  from 
1985-86  until  the  slight  improve- 
ment in  1993-94.  The  forecast 
assumes  that  new  vehicle  registra- 
tions will  experience  continued, 
moderate  growth  throughout  the 
forecast  period. 

Effective  August  1,  1991,  Chapter 
87,  Statutes  of  1991  revised  the 
vehicle  license  fee  depreciation 
schedule,  imposed  a  2.2-percent 
surcharge  on  those  license  fees  for  a 
period  of  one  year,  and  required  the 
Department  of  Motor  Vehicles  to 
reclassify  used  vehicles  based  upon 
their  actual  purchase  price  each 


time  the  ownership  of  the  vehicle  is 
transferred.  All  of  the  revenue  from 
this  base  change  is  transferred  to 
local  governments  for  the  purpose 
of  funding  program  realignment. 
During  1995-96,  it  is  estimated  that 
local  governments  will  realize 
$799.1  million  from  this  revenue 
source,  increasing  to  $832.9  million 
during  1996-97. 

Vehicle  registration  fees  are  levied  at 
a  flat  rate  of  $29  on  all  motor 
vehicles,  trailers,  semi-trailers  and 
certain  types  of  dollies.  Trucks  and 
trailers  are  also  subject  to  fees  based 
on  their  unladen  vehicle  weight. 
Proposition  111,  approved  by  the 
voters  in  November  1990,  increased 
the  weight  fees  for  vehicles  with  an 
unladen  weight  of  more  than  4,000 
pounds  by  40  percent  effective 
August  1,  1990,  with  an  additional 
10-percent  increase  effective 
January  1,  1995. 

Motor  vehicle  fees  revenue  is 
summarized  in  Table  REV-9. 

Motor  Vehicle  Fuel  Taxes  ' 
$2,846,549,000 

The  motor  vehicle  fuel  license  tax 
(gasoline)  and  the  use  fuel  tax 
(diesel)  provide  the  major  sources 
of  funds  for  maintaining,  replacing, 
and  constructing  state  highway  and 
transportation  facilities.  Close  to 


TABLE  REV^9 


Motor  Vehicle  Fees  Revenue 

(In  Thousands) 


Vehicle  License  Fees 
Realignment 
Registration,  Weight 
and  Other  Fees 

Total 


1994-95  1995-96  1996-97 

Preliminary  Forecast  Forecast 

$2,403,588  $2,495,100  $2,601,400 

767,211  799,100  832,900 

1,557,077  1,607,140  1,628,940 

$4,727,876  $4,901,340  $5,063,240 


one-half  of  these  revenues  are 
apportioned  to  local  jurisdictions 
for  streets  and  highway  use. 

The  gas  tax  is  imposed  on  the 
distribution  of  gasoline  and  other 
flammable  liquids.  The  current  tax 
rate  for  motor  vehicle  fuel  is  18 
cents  per  gallon.  Aircraft  jet  fuel  is 
taxed  at  two  cents  per  gallon. 

The  use  fuel  tax  is  imposed  on 
diesel  fuel,  liquid  petroleum  gas 
(LPG),  natural  gas,  and  alcohol  fuel 
for  use  on  state  highways.  The 
current  tax  rates  are  18  cents  per 
gallon  of  diesel  fuel,  7  cents  per  100 
cubic  feet  of  compressed  natural 
gas,  6  cents  per  gallon  of  LPG  or 
liquid  natural  gas,  and  9  cents  per 
gallon  of  alcohol  fuel.  In  addition,  a 
person  may  elect  to  pay  a  flat  rate 
fuel  tax  based  on  vehicle  weight  in 
lieu  of  the  tax  on  LPG.  Local  transit 
systems  and  certain  common 
carriers  pay  one  cent  per  gallon. 

Gasoline  consumption  is  basically 
stable,  with  conservation  efforts 
thought  to  be  offsetting  economi- 
cally-driven growth.  Consumption  is 
estimated  to  increase  4.7  percent 
during  1995-96,  with  slower  growth 
of  1.1  percent  anticipated  during 
1996-97.  The  majority  of  diesel  fuel 
is  consumed  by  the  commercial 
trucking  industry  and,  as  a  result, 
consumption  is  impacted  more  by 
the  general  health  of  the  economy 
than  by  price.  Diesel  fuel  consump- 
tion increased  8.0  percent  in  1994- 
95,  and  is  expected  to  grow  by 
5.6  percent  and  5.0  percent  in  1995- 
96  and  1996-97,  respectively. 

Proposition  111,  which  was  enacted 
November  1990,  increased  gasoline 
and  diesel  fuel  tax  rates  by  five  cents 
per  gallon  effective  August  1,  1990, 
with  an  additional  one  cent-per- 
gallon  increase  each  January  1 
thereafter  for  four  years,  bringing 
the  tax  rate  to  18  cents  per  gallon 
effective  January  1,  1994.  This 
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increase  is  estimated  to  generate 
$1,360  billion  during  1995-96  and 
$  1.382  billion  during  1996-97  for 
transportation  purposes. 

Motor  vehicle  fuel  revenues  are 
shown  in  Table  REV- 10. 

Property  Tax  Revenue 

Total  property  tax  revenue  in 
1996-97  is  estimated  at  $19.1 
billion.  Property  tax  is  the  primary 
source  of  revenue  for  local  entities, 
including  schools.  K-14  school 
districts  receive  approximately 
$9.8  billion  (51  percent)  in  property 
taxes  annually. 

Under  Article  XIII A  of  the  State 
Constitution  (Proposition  13), 
property  is  assessed  at  its  1975  fair 
market  value  until  the  property 
changes  ownership.  At  the  time  of 
ownership  change,  the  assessed 
value  of  the  property  is  re-deter- 
mined based  on  current  market 
value.  The  fair  market  value  of  new 
construction  is  established  upon 
completion,  and  thereafter  is  not 
reassessed  until  there  is  a  change  in 
ownership.  The  value  initially 
established  in  1975,  or  re-deter- 
mined where  appropriate,  is  re- 
ferred to  as  the  "base-year  value".  A 
property's  base-year  value  may  be 
factored  up  annually  by  an  inflation 
factor,  not  to  exceed  two  percent.  In 
addition,  the  law  also  provides  that 
a  property's  assessed  value  shall  be 
the  lower  of  its  factored  base-year 
value  (base-year  value  plus  infla- 
tion) or  its  current  market  value. 

The  State  Constitution  also  limits 
the  property  tax  rate  to  one  percent 
plus  an  amount  for  debt  approved 
by  the  voters  prior  to  June  1978. 
Proceeds  from  the  one  percent  rate 
are  allocated  to  local  jurisdictions. 
On  a  statewide  basis,  the  distribu- 
tion is  approximately  as  follows: 


K-14  Schools  51% 

Counties  22% 

Cities  11% 

Redevelopment  Agencies  8% 
Special  Districts  (other 

than  Redevelopment)  8% 


Property  tax  growth  is  estimated 
using  a  biannual  (November  and 
April)  survey  of  county  assessors 
and  auditors,  requesting  estimates 
of  their  county's  assessed  value 
growth  for  the  next  fiscal  year.  The 
estimates  submitted  indicate  a 
statewide  1995-96  property  tax 
growth  of  1.0  percent,  and  1.5  per- 
cent in  1996-97.  This  growth  is 
significandy  lower  than  the  state- 
wide growth  that  occurred  in  the 
late  1980s  (see  Figure  REV-J).  For 
purposes  of  adjusting  the  1995-96 
property  tax  roll,  the  2.0  percent 
cap  on  the  inflation  factor  was  not 
reached  for  the  first  time  since 
1983-  The  actual  inflation  factor  for 
1995-96  was  1.2  percent,  and  it 
appears  that  the  2.0  percent  again 
will  not  be  reached  for  purposes  of 
adjusting  the  1996-97  property  tax 
roll.  The  weakness  in  the  California 


real  estate  market  in  recent  years 
has  not  only  held  down  increases  in 
assessed  values  of  properties  upon 
change  in  ownership,  but  has  forced 
the  downward  reassessment  of  a 
significant  number  of  properties 
statewide  to  reflect  the  fact  that 
current  market  values  have  declined 
to  a  level  below  factored  base  year 
values. 

In  addition  to  reducing  the  state- 
wide assessment  roll  by  tens  of 
billions  of  dollars,  these  downward 
reassessments  have  created  backlogs 
in  various  assessment  functions 
such  as  the  processing  of  changes  in 
ownerships,  reassessment  of  new 
construction,  processing  assessment 
appeals  and  reviewing  properties 
requiring  downward  reassessments. 
In  order  to  maintain  and  strengthen 
the  integrity  of  the  property  tax 
system,  the  Governor  signed  Chap- 
ter 914,  Statutes  of  1995,  which 
provided  counties  access  to  a 
$60  million  loan  to  supplement 
their  existing  property  tax  adminis- 
tration program  and  process  the 
existing  backlogs. «ass 


FIGURE  REV-J 
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TABLE  REV-10 


TABLE  REV-11 


Motor  Vehicle  Fuel  Tax  Revenue 

(Dollars  in  Thousands) 


1994-95 

1995-96 

1996-97 

Preliminary 

Forecast 

Forecast 

Gasoline" 

$2,276,951 

$2,446,314 

$2,468,245 

Diesel 

341,801 

360,295 

378,104 

Total 

$2,618,752 

$2,806,609 

$2,846,349 

1 '  Does  not  include  jet  fuel. 

Summary  of  State  Tax  Collections 

(Excludes  Departmental,  Interest  and  Miscellaneous  Revenue) 


State  Tax 

Collections 

Taxes  per  $100  of 

Per  Capito 
Personal 

(In  Millions) 

Taxes 

per  Capita 

3/ 

Personal  Income 

General 

General 

General 

Income 

Fund 

Total 

Fund 

Total 

Fund 

Total 

1967-68 

$3,849 

$3,558 

$4,676 

$18555 

$243.86 

$4.82 

$6.34 

1968-69 

4,165 

3,963 

5,173 

203.94 

266.21 

4.90 

6.39 

1969-70 

4,484 

4,126 

5,409 

208.96 

273.94 

4.66 

6.11 

1970-71 

4,738 

4,290 

5,598 

214.08 

279.36 

4.52 

5.90 

1971-72 

4,954 

5,213 

6,597 

256.22 

324.24 

5.17 

6.54 

1972-73 

5,353 

5,758 

7,231 

279.72 

351.28 

5.23 

6.56 

1973-74 

5,826 

6,377 

7,877 

305.57 

377.45 

5.25 

6.48 

1974-75 

6,423 

8,043 

9572 

379.85 

452.06 

5.91 

7.04 

1975-76 

6,934 

9,050 

10,680 

420.19 

495.87 

6.06 

7.15 

1976-77 

7,630 

10,781 

12,525 

491.48 

570.98 

6.44 

7.48 

1977-78 

8,339 

12,951 

14,825 

579.41 

663.25 

6.95 

7.95 

1978-79 

9,365 

14,188 

16,201 

621.30 

709.45 

6.63 

758 

1979-80 

10,523 

16,904 

19,057 

726.83 

819.41 

6.91 

7.79 

1980-81 

11,688 

17,808 

20,000 

748.80 

840.97 

6.41 

7.20 

1981-82 

12,841 

19,053 

21,501 

784.78 

885.62 

6.11 

6.90 

1982-83 

13,418 

19,567 

22,359 

788.83 

901.39 

5.88 

6.72 

1983-84 

14,122 

22,300 

25,674 

880.14 

1,013.30 

6.23 

7.18 

1984-85 

15,392 

25,515 

29,039 

988.34 

1,124.85 

6.42 

7.31 

1985-86 

16,338 

26,974 

30,898 

1,021.63 

1,170.25 

6.25 

7.16 

1986-87 

17,114 

31,331 

35,368 

1,158.18 

1,307.41 

6.77 

7.64 

1987-88 

17,870 

31,228 

35,611 

1,126.67 

1,284.81 

6.30 

7.19 

1988-89 

18,753 

35,647 

40,613 

1,255.49 

1,430.39 

669 

7.63 

1989-90 

19,671 

37,248 

43,052 

1,278.16 

1,477.32 

6.50 

7.51 

1990-91 

20,606 

36,828 

43,556 

1,228.58 

1,453.03 

5.96 

7.05 

1991-92 

20,714 

40,072 

48,856 

1,30719 

1,593.74 

6.31 

7.69 

1992-93 

21,371 

39,197 

48,230 

1,252.06 

1,540.60 

5.86 

7.21 

1993-94 

21,529 

38,351 

48,941 

1,208.06 

1,541.64 

5.61 

7.16 

1994-95" 

21,860 

40,985 

50,499 

1,275.20 

1,571.22 

5.83 

7.19 

1995-96" 

23,183 

43,664 

53,616 

1,339.18 

1,644.41 

5.78 

7.09 

1996-97" 

24,080 

44,704 

54,922 

1,347.93 

1,656.02 

5.60 

6.88 

"  Per  Capita  compulations  are  based  on  July  1  populations  estimates,  benchmarked  to  the  1990  Census. 
71  Personal  income  data  are  on  a  calendar  year  basis  (e.g.,  1987  for  1987-88). 

3'  Taxes  per  $100  personal  income  computed  using  calendar  year  personal  income  e.g.  1987  income  related  to  1987-88  tax  collections. 
''Preliminary 
Estimated 
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ZRevenue  estimates 


TABLE  REV-12 


Outline 

of  State  Tax  System  as  of 

January  1,1996 

Major  Taxes  and  Fees 

Base  or  Measure 

Rate 

Administering  Agency 

Fund 

Alcoholic  Beverage  Excise  Taxes: 

Beer 

Gallon 

$0.20 

Equalization! 

General 

Distilled  Spirits 

Gallon 

$3.30 

Equalization 

General 

Dry  Wine 

Gallon 

$0.20 

Equalization 

General 

Sweet  Wine 

Gallon 

$0.20 

Equalization 

General 

Sparkling  Wine 

Gallon 

$0.30 

Equalization 

General 

Hard  Cider 

Gallon 

$0.20 

Equalization 

General 

Bonk  and  Corporation: 

General  Corporation 

Net  income 

9.3% ! 

Franchise3 

General 

Bank  and  Financial  Corp 

Net  income 

11.3% 

Franchise 

General 

Alternate  Minimum  Tax 

Alternate  Taxable  Income 

7.0% 

Franchise 

General 

Tobacco: 

Cigarette 

Package 

$0.37' 

Equalization 

Cigarette  Tax,  Cigarette  and  Tobacco 
Products  Surtax,  and  Breast  Cancer  Act 

Other  Tobacco  Products 

Wholesale  price 

31.20% 

Equalization 

Cigarette  and  Tobacco  Products  Surtax 

Energy  Resources  Surcharge 

Kilowatt  hours 

$0.0002 

Equalization 

Energy  Resources  Surcharge  Fund 

Horse  Racing  License 

Amount  wagered 

0.5-6.45% 

Horse  Racing  Board 

Fair  &  ExpoS,  Satellite  Wagering', 
Wildlife  Restoration,  and  General 

Estate 

Taxable  Federal  estate 

0.8-16% 

Controller 

General 

Insurance 

Gross  Premiums 

2.35% ' 

Insurance  Dept. 

General 

Liquor  license  fees 

Type  of  license 

Various 

Alcoholic  Beverage  Control 

General 

Motor  Vehicle: 

Vehicle  License  Fees 

Market  value 

2.0% 

Motor  Vehicle  Dept 

Motor  Vehicle  License  Fee  and  Local 
Revenue1 

Fuel — Gasoline 

Gallon 

$0.18 

Equalization 

Motor  Vehicle  Fuel* 

Fuel — Diesel 

Gallon 

$0.18 

Equalization 

Motor  Vehicle  Fuel 

Registration  Fees 

Vehicle 

$29.00 

Motor  Vehicle  Dept 

Motor  Vehicle" 

Weight  Fees 

Unladen  weight 

Various 

Motor  Vehicle  Dept 

Stole  Highway" 

Personal  Income 

Taxable  income 

1-9.3% 

Franchise 

General 

Alternate  Minimum  Tax 

Alternate  Taxable  Income 

7.0% 

Franchise 

General 

Private  Railroad  Cor 

Valuation 

12 

Equalization 

General 

Retail  Sales  and  Use 

Receipts  from  sales  or 
lease  of  taxable  items 

5.50%  " 

Equalization 

General  and  Local  Revenue 

Source:  Stole  of  California,  Department  of  Finance 
'  State  Board  of  Equalization. 

2  Minimum  tax  $800  per  year. 

3  Franchise  Tax  Board 

*  This  tax  is  levied  at  the  combined  rate  of  1 0  cents  per  pock  of  20  cigarettes  for  the  Ge neral  Fund,  25  cents  per  pack  for  the  Cigarette  and  Tobacco 
Products  Surtax,  and  2  cents  per  pack  for  the  Breast  Concer  Act.  An  equivalent  tax  is  levied  on  other  tobocco  products. 

s  For  support  of  county  fairs  and  other  activities. 

6  For  construction  ol  Satellite  Wagering  Facilities  and  health  and  safety  repairs  at  fair  sites. 

'  Ocean  marine  insurance  is  taxed  at  the  rote  of  5  percent  ol  underwriting  profit  attributable  to  California  business.  Special  rates  also  apply  to 
certain  pension  and  profit  sharing  plans,  surplus  lines,  and  nonadmitted  insurance. 

1  For  return  to  cities  and  counties.  Trailer  cooch  license  fees  are  deposited  in  the  General  Fund. 

'  For  administrative  expenses  and  apportionment  to  State,  counties  ond  cities  for  highways,  airports  and  small  craft  harbors. 

0  For  support  ol  State  Department  ol  Motor  Vehicles,  California  Highway  Patrol,  other  agencies  and  motor  vehicle  related  programs. 
"  For  state  highways  and  State  Departme  nt  of  Motor  Vehicles  administrative  expense. 

'  Average  property  tax  rate  in  the  State  during  preceding  yeor. 

13  Includes  o  5.00%  rate  for  the  State  General  Fund  ond  Transportation  Fund  and  a  0.50%  rate  to  the  Local  Revenue  Fund  for  realignment. 
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's  of  July  1995  California's  population  was  32.6  million,  an 
increase  of  approximately  465,000  persons  from  July  1994.  This  was  a 
growth  rate  of  1.4  percent,  an  increase  from  the  prior  year  rate  of  1.2  per- 
cent. (See  Figure  DEM-A)  The  State's  declining  growth  rate  seems  to  have 
bottomed  out  after  4  years. 

Population  growth  rates  in  California  are  expected  to  increase  reflecting  the 
improved  economic  climate.  A  population  increase  in  1996-97  of  more  than 


FIGURE  DEM-A 
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500,000  and  annual  average  gains  of 
600,000  persons  are  anticipated 
through  the  turn  of  the  century 
which  will  result  in  a  return  to  the 
growth  of  the  early  1990's  in  the 
two-percent  range. 

The  components  of  population 
change  between  July  1994  and  July 
1995  are  natural  increase  (births 
minus  deaths)  of  360,000,  and  net 
migration  of  105,000.  Three-fourths 
of  the  State's  growth  in  the  current 
budget  year  (1995-96)  is  due  to 
natural  increase.  Births  and  deaths 
will  vary  little  in  the  next  few  years; 
however,  increases  are  anticipated 
in  the  State's  net  migration.  Foreign 
immigration  has  been  approxi- 
mately 300,000  since  1990  and  is 
expected  to  remain  at  that  level 
through  the  year  2000.  On  the  other 
hand,  California  is  experiencing  a 
net  loss  of  migrants  to  other  states 
in  1995-96.  Most  recent  indicators 
show  an  equilibrium  with  a  net 
domestic  migration  flow  of  zero.  It 
is  expected  that  continued  gains  in 
the  California  economy  will  cause 
more  persons  to  move  to  California 
in  the  coming  years  and  fewer  to 
leave  to  reside  in  another  state, 
reversing  the  negative  trends  of  the 
early  1990s. 
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Since  1990  the  overall  population 
has  grown  by  8.8  percent.  However, 
the  growth  rates  differ  significantly 
by  age  group.  While  the  working-age 
population  increased  by 
6.2  percent,  those  less  than  18  years 
old  grew  by  more  than  double  that 
rate  and  the  older  populations 
expanded  by  10.6  percent.  (See 
Figure  DEM-B)  At  the  same  time,  the 
race/ethnic  mix  of  the  State  contin- 
ued to  diversify,  with  more  than  half 
of  the  babies  in  the  State  being  born 
to  non-white  women  and  continued 
high  levels  of  foreign  immigration. 

Similar  to  overall  population  trends, 
the  State's  public  school  enrollment 
slowed  beginning  in  1990-91.  The 
growth  rate  for  graded  public 
school  enrollment  fell  from 
3.7  percent  in  1990-91  to  less  than 
1.5  percent  in  1994-95.  The  annual 
number  of  new  students  dropped 
from  more  than  173,000  to  less  than 
76,000.  School  enrollment  contin- 
ues to  grow  faster  than  the  total 
population,  reflecting  the  increase 
in  births  that  occurred  during  the 
1980s.  The  annual  growth  is  ex- 
pected to  exceed  100,000  new 
students  per  year  through  the 
remainder  of  the  decade,  but  to 
remain  under  150,000  new  students 
annually.  ««» 


FIGURE  DEM-B 


California  Population  Growth  by  Age:  1990-95 
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'tudents  that  advance  in  grade 
level  and  graduate  from  California's 
schools  should  be  able  to  perform 
at  the  academic  level  associated 
with  those  achievements.  The 
Administration  believes  that  greater 
investment  in  core  subject  areas, 
along  with  greater  parent  involve- 
ment, will  produce  results  ensuring 
that  children  meet  or  exceed  all 
standards  set  for  each  child's  grade 
level.  Such  progress  can  only  be 
made  in  a  safe  learning  environment 
for  the  5.5  million  children  in  the 
State's  K-12  public  schools.  As 
indicated  in  Table  K12-1,  nearly 
$319  billion  will  be  devoted  to 
California's  1,001  school  districts 
and  58  county  offices  of  education. 


Figure  K12-A  displays  the  various 
sources  of  revenue  for  schools. 

Strength  in  projected  state  revenues 
in  1996-97  has  contributed  to  a  4.5- 
percent  increase  in  state  General 
Fund  support  for  K-12  education 
which  allows  sufficient  resources  for 
schools  to  receive  a  cost-of-living 
adjustment  (COLA)  for  revenue 
limit  apportionments,  Special 
Education,  and  Child  Development. 
The  COLA  rate  is  currently  esti- 
mated at  3.34  percent.  In  addition, 
the  level  of  resources  provided 
results  in  a  1995-96  local  assistance 
K-12  per  pupil  expenditure  level  of 
$4,500,  growing  to  $4,544  in  the 
budget  year  (see  Table  K12-2). 


TABLE  K12-1 

Total  Reveni 

je  For  K-12  Education 

(Dollars  in  Millions, 

1 

Change 

Sours  oi  Funds 

1990-91 

1991-92 

1992-93 

1993-94 

1994-95 

1995-96" 

1996-97" 

Amount 

Pettent 

Stole  General  Fund* 

515,498 

$16,266 

516,250 

$14,896 

$15,483 

$16,904 

$17,672 

$768 

43% 

Lottery  Fund 

644 

399 

501 

556 

643 

638 

638 

— 

— 

Other  Stale  Funk 

78 

115 

47 

50 

53 

47 

51 

4 

05% 

Federal  Funi 

1780 

1,983 

2,137 

2329 

2J23 

2373 

2382 

9 

03% 

Lord  Properly  Toes 

5,007 

5,319 

6,475 

8746 

8,574 

8,661 

8713 

52 

0i% 

Local  Debt  Service 

305 

317 

364 

360 

364 

368 

371 

3 

08% 

Lord  Miscellaneous 

1^23 

1,733 

1713 

1757 

1792 

1|28 

1364 

36 

20% 

Told  Revenue 

$25,037 

$26,132 

$27,487 

$28,194 

$29,432 

$31,019 

$31,891 

$872 

18% 

Undupfkmed  ADA 

5,072,454 

5,230,639 

5375,833 

5,468,024 

5,543,010 

5,666723 

5793,479 

126,756 

27% 

1  Estimated. 

1  Stole  General  Fund  is  adjusted  to  reflect  lord  expenditures  for  the  year  in  which  the  funds  were  received 


Of  the  funding  reported  by  schools 
from  their  general  fund,  the  various 
categories  of  expenditure,  along 
with  the  respective  share  of  total 
funding  for  each  category,  are 
displayed  in  Figure  K12-B.  All  costs 
shown  are  those  reported  to  the 
state  by  schools  using  the  defini- 
tions specified  in  the  California 
School  Accounting  Manual. 

Compared  to  1994-95,  the  K-12 
share  of  each  new  tax  dollar  is 
expected  to  more  than  double. 
Similarly,  it  is  projected  that  growth 
in  Proposition  98  overall  (for  both 
K-12  and  community  colleges)  will 
account  for  over  86  cents  of  each 
new  tax  dollar  in  1996-97,  as 
illustrated  by  Figure  K12-C. 

GOVERNOR'S  INITIATIVES 

In  1996-97,  the  Administration 
proposes  to  emphasize  improved 
academic  achievement  through  an 
improved  focus  instructional 
improvement  and  accountability, 
particularly  in  the  areas  of  reading 
and  math.  In  addition,  in  order  for 
student  and  teacher  to  focus  on 
instruction,  safe  campuses  continue 
to  be  a  priority.  The  Governor  is 
also  continuing  his  prevention 
programs  by  expanding  those 
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efforts  started  in  his  first  year  in 
office,  and  by  advancing  new  ideas 
in  this  area. 

INSTRUCTIONAL 

IMPROVEMENT  AND 

ACCOUNTABILITY 

Reading  and  Math  Improvement 
In  the  Elementary  Grades.  To 

make  certain  that  students  receive  a 
solid  foundation  in  basic  skills, 
legislation  was  enacted  that  requires 
the  State  Board  of  Education  (SBE) 
to  ensure  that  the  basic  instruc- 


tional materials  adopted  for  reading 
and  mathematics  in  grades  one 
through  eight  are  based  on  funda- 
mental skills  such  as  phonics, 
spelling,  and  basic  computational 
skills.  To  further  the  goal  of  improv- 
ing pupil  achievement  in  reading 
and  math  in  the  elementary  grades, 
the  Governor  is  proposing  a 
$100  million  program  to  implement 
the  recommendations  of  the  Califor- 
nia Reading  Task  Force  and  the 
California  Mathematics  Task  Force. 
The  program  will  emphasize  intense 
local  training  about  revisions  to  the 
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TABLE  K12-2 


K-12  Funding  per  Pupil 
Proposition  98  and  Related  Funding 

(Dollars  in  Thousands) 


1994-95 


1995-96 


1996-97 


General  Fund 
Local  Revenue 

$13,895,941 
8,481,377 

$15,275,995 
8,586,160 

$16,005,394 
8,637,536 

Total 

$22,377,318 

$23,862,155 

$24,642,930 

Proposition  98  ADA 
Dollars  Per  ADA 

5,185,271 
4,316 

5,303,143 
4,500 

5,423,585 
4,544 

reading  and  mathematics  frame- 
works, examine  and  communicate 
successful  teaching  practices, 
provide  staff  development,  as  well 
as,  fund  a  per  pupil  block  grant  for 
school  districts  that  have  an  overall 
plan  consistent  with  the  goals  of  the 
task  forces. 

PupU  Assessments.  The  new  pupil 
assessment  program,  the  California 
Assessment  of  Academic  Achieve- 
ment, was  enacted  by  Chapter  975, 
Statutes  of  1995,  (AB  265)  which 
appropriated  $11  million  in  local 
assistance  funding  for  this  program 
in  1995-96.  In  addition,  Chapter 
308,  Statutes  of  1995,  contained  a 
local  assistance  appropriation  of 
$15  million  for  allocation  in  August 
1996.  These  resources  are  sufficient 
to  fund  an  incentive  program  for 
local  testing  in  grades  2  through  10 
in  all  school  districts  to  provide 
valid,  reliable,  and  comparable 
individual  student  scores  to  assist 
parents  and  teachers  in  identifying 
individual  students'  academic 
strengths  and  weaknesses. 

Further,  some  of  the  funding  is 
intended  for  preliminary  work  on 
development  of  statewide  tests  in 
reading,  writing,  and  math  in  grades 
4,  8  and  10.  When  fully  funded  in 
later  years,  these  statewide  tests  will 
be  given  in  a  broad  range  of  subject 
matters  to  students  in  grades  4,  5,8, 
and  10  to  generate  school-  and 
district-level  scores  which  incorpo- 
rate the  results  of  "performance- 
based"  assessments,  designed  to 
measure  students'  more  sophisti- 
cated abilities  to  apply  knowledge. 
The  assessments  will  be  developed 
by  a  private  test  publisher,  under 
contract  with  the  SBE. 

When  the  Governor  signed  AB  265, 
he  included  a  signature  message 
pointing  out  several  deficiencies  in 
the  bill.  One  such  problem  was  that 
the  bill  allowed  development  of  the 
new  state  tests  to  begin  prior  to  the 
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final  adoption  by  the  SBE  of 
academic  content  and  performance 
standards.  The  signature  message 
indicated  that  assurance  had  been 
received  by  the  bill's  author  and  the 
Superintendent  of  Public  Instruc- 
tion that  this  deficiency  would  be 
corrected  through  legislation  when 
the  Legislature  reconvenes  in 
January  1996.  Because  it  is  not 
expected  that  these  standards  will 
be  adopted  prior  to  December  of 
1996,  implementation  of  the  first  set 
of  statewide  tests  will  be  delayed 
until  1997-98;  therefore,  no  funds 
have  been  included  for  this  activity 
in  1996-97.  The  budget  does 
contain  a  local  assistance  augmenta- 
tion of  $7.2  million  to  fund  the 
increased  number  of  students 
expected  to  take  the  locally  adopted 


individual  tests,  expand  work  on 
test  analysis  and  reporting,  expand 
the  Golden  State  Exam,  and  begin 
development  of  the  second  set  of 
statewide  tests  scheduled  to  be 
given  in  1997-98. 

Governor's  Diploma.   In  order  to 
encourage  achievement  and  reward 
the  accomplishments  of  California's 
high  school  students,  the  budget 
includes  a  set-aside  to  create  a  new 
merit  diploma  to  be  awarded  to 
students  who  demonstrate  mastery 
of  a  broad  range  of  academic 
subjects.    This  program  would  be 
established  through  legislation  and 
the  budget  includes  a  set-aside  of 
$100  thousand  for  state  support  and 
$  1  million  for  local  assistance  for 
implementation  of  this  program. 


FIGURE  K12-B 


Where  Schools  Spend  Their  Money 
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Classroom  Instruction  includes  general  education,  special  education,  and  special  projects. 
General  Administration  includes  superintendent  and  board,  district  administration,  other 
administration,  centralized  EDP,  and  maintenance  and  operations  for  administration. 
Instructional  Support  includes  instructional  administration,  school  site  administration,  and 
special  projects  administration.  Maintenance  and  Operations  includes  utilities,  janitorial 
and  groundskeeping  staff,  and  routine  repair  and  maintenance.  Pupil  Services  includes 
counselors,  school  psychologists,  nurses,  child  welfare,  and  attendance  staff.  Media 
includes  libraries  and  media  centers.  Other  General  Fund  includes  spending  for  tuition, 
facilities,  contracts  with  other  agencies,  and  transfers  to  and  from  other  district  funds. 
(Based  on  1993-94  data  reported  by  schools.) 


School/Public  Library  Joint  Use 
Pilot  Program.   In  an  effort  to 
better  use  tax  monies  by  combining 
local  and  state  resources,  the 
Administration  is  proposing 
$  10  million  for  pilot  projects  to 
assist  school  and  public  libraries  to 
work  together.  Each  project  will 
have  its  own  characteristics  that 
respond  to  the  library  needs  of  the 
community,  with  the  school  as  the 
central  institution  for  the  education 
of  all  community  members.  The 
projects  will  vary  in  mission,  struc- 
ture, and  use  of  technology  in  order 
to  address  as  many  issues  as  pos- 
sible for  future  projects  that  build 
from  these  models. 

State  Board  of  Education  (SBE). 
In  order  for  the  SBE  to  be  a  strong 
and  effective  body,  and  to  exercise 
the  necessary  leadership  to  help 
improve  our  schools,  it  needs  to  be 
able  to  receive  independent  profes- 
sional advice  on  an  ongoing  basis. 
The  Board  addresses  a  multitude  of 
complex  policy  issues  which  include 
adopting  new  academic  and  perfor- 
mance standards,  developing  a  new 
testing  system,  enhancing  instruc- 
tion and  curriculum,  developing  a 
strategic  plan  for  educational 
finance,  and  properly  overseeing 
the  State  Department  of  Education 
(SDE)  budget  among  many  other 
things.  Accordingly,  the  budget 
includes  $350  thousand  to  provide 
additional  full-time  support  to  the 
Board. 

Additionally,  funding  of  $250 
thousand  is  included  for  the  SBE  to 
fund  studies  to  analyze  how  the 
Golden  State  Exam  relates  to  other 
achievement  tests  given  in  Califor- 
nia and  other  states,  and  the  best 
practices  (including  privatization) 
within  California  and  throughout 
the  nation  of  carrying  out 
noninstructional  activities  such  as 
food  services,  transportation, 
supplies,  buildings,  and  grounds. 
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Goals  2000/California  School 
Reform.  For  1995-96,  California 
has  been  authorized  to  receive 
approximately  $42  million  to  carry 
out  second-year  Goals  2000  activi- 
ties. Since  the  federal  Goals  2000 
legislation  contains  potential 
restrictions  on  how  California 
should  spend  the  funds,  as  well  as  a 
requirement  that  California's 
improvement  plan  is  subject  to 
approval  and  modification  by  the 
U.S.  Secretary  of  Education,  the 
funds  have  not  been  accepted  by  the 
Administration. 

Included  in  the  State's  General 
Fund  Reserve  for  Economic  Uncer- 
tainties is  $42  million  which  will 
allow  California  to  achieve  "sys- 
temic" education  reform  pursuant 
to  state-determined  policy.  This 
money  will  not  be  necessary  if 
California  can  be  assured  that,  if  it 
accepts  federal  Goals  2000  funds,  it 
will  receive  a  full  and  unconditional 
waiver  of  any  right  of  federal 
regulation,  notwithstanding  any 
statutory  language,  express  or 
implied,  to  the  contrary. 


SCHOOL  SAFETY 

Zero  Tolerance.  In  1995,  two  bills 
were  enacted  to  provide  a  safer 
school  environment,  allowing 
teacher  and  student  efforts  alike  to 
focus  on  academic  achievement 
rather  than  personal  safety.  Legisla- 
tion was  enacted  that  solidified  the 
Administration's  zero  tolerance 
policy,  by  further  strengthening  the 
suspension  and  expulsion  require- 
ments for  those  pupils  who  possess, 
sell,  or  otherwise  furnish  a  firearm, 
brandish  a  knife  at  another  person, 
or  who  unlawfully  sell  a  controlled 
substance.  The  Governor's  Budget 
includes  $20  million  to  ensure  that 
pupils  expelled  for  these  reasons 
are  placed  in  a  county  community 
school  or  other  alternative  educa- 
tion program  that  is  not  located  at  a 
comprehensive  school  site.  County 
community  schools  cost  an  addi- 
tional $2,400  per  pupil  on  average. 

Community  Day  Schools.  Legisla- 
tion was  enacted  to  create  the 
Community  Day  Schools  Program, 
an  entirely  new  alternative  place- 
ment program  for  expelled  pupils 
and  pupils  whose  behavior  is 
deemed  disruptive  to  the  compre- 
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hensive  school  learning  environ- 
ment. The  Governor's  Budget 
proposes  $45.8  million  to  fully  fund 
this  school  district-operated  pro- 
gram, as  an  alternative  to  the 
traditional  county  office  of  educa- 
tion community  school  program. 
School  districts  will  receive  incen- 
tive funding  to  ensure  that  pupils 
placed  in  Community  Day  Schools 
receive  at  least  six  hours  of  instruc- 
tion in  the  classroom;  independent 
study  time  will  not  count  toward  the 
six-hour  instructional  time  require- 
ment. Children  that  most  need 
instruction  and  guidance  will  be 
provided  those  services. 

School  Crime  Report.  The 

Governor's  Budget  includes 
$1.2  million  for  the  SDE  to  adminis- 
ter the  School  Crime  Report.  This 
level  of  funding  is  sufficient  for  the 
development  of  an  electronic 
reporting  and  compiling  system  that 
will  help  the  State  and  local  educa- 
tion agencies  develop  geographi- 
cally specific  school  crime  reduction 
strategies. 

PREVENTION 

Parent  Involvement.   The 

Governor's  Budget  proposes  to 
fund  a  permanent  unit  at  the  SDE  to 
plan,  coordinate,  and  implement  a 
comprehensive  family-school 
partnership  program.  Parent 
involvement  not  only  strengthens  a 
child's  academic  achievement,  but 
also  creates  an  important  link 
between  the  community  and  the 
school.  The  Governor's  Budget 
includes  $1.8  million  at  the  State 
level  for  activities  such  as  designing 
a  strategic  plan  for  family-school 
partnerships,  spearheading  a  public 
awareness  campaign,  communicat- 
ing academic  content  for  parents, 
creating  State  and  regional  level 
networks,  and  establishing  a  state- 
wide parent/family  resource  center 
for  continued  assistance  to  school 
districts.  Also  included  is 
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$550  thousand  for  new  grants  to  11 
existing  regional  networks  to 
coordinate  local  parent  involvement 
efforts. 

Academic  Mentors.  Chapter  308, 
Statutes  of  1995,  included 
$5  million  to  initiate  the  Academic 
Volunteer  and  Mentor  Program. 
This  program  was  authorized  by 
Chapter  901,  Statutes  of  1992,  and 
is  intended  to  match  at-risk  children 
and  youth  with  adult  role  models  in 
a  one-to-one  mentoring  environ- 
ment. This  program  will  be  man- 
aged by  the  Office  of  Child  Develop- 
ment and  Education,  which  is 
developing  state  standards  for  the 
operation  of  an  estimated  90  local 
academic  mentor  projects  expected 
to  be  funded  in  1996-97. 

Single-Gender  Academies  Pilot. 
The  Governor's  Budget  proposes 
$5  million  to  sponsor  20  single- 
gender  academies  for  students  who 
have  a  high  probability  of  doing 
poorly  or  dropping  out  of  school. 
These  pilot  schools  are  expected  to 
be  authorized  within  the  current 
legal  framework  for  magnet  schools. 
Under  that  general  structure, 
programs  can  emphasize  parental 
involvement,  mentors,  as  well  as 
fostering  community  and  business 
partnerships. 

Healthy  Start.  The  Governor's 
Budget  proposes  an  increase  of 
$  10  million  to  the  $39  million  base 
amount  for  the  Healthy  Start 
Program  to  complete  the  funding 
proposed  in  1995-96.  As  a  part  of 
the  multiphase  Comprehensive 
Integrated  School-Linked  Services 
effort,  the  Healthy  Start  funding 
augmentation  will  expand  the 
coordination  and  integration  of 
health  and  social  services  for 
children  at  school  sites.  This 
augmentation  will  increase  the 
number  of  operational  sites  by 
approximately  one-third  annually. 


This  higher  level  of  funding  will 
provide  approximately  300  addi- 
tional schools  with  three  years  of 
funding.  When  fully  operational  in 
the  second  year,  the  new  grantees 
will  have  over  100,000  additional 
student  contacts  annually.  The  total 
program  will  serve  597  schools  and 
225,000  students  each  year. 

Preschool  Program  and  General 
Child  Care  Expansion.  A  corner- 
stone of  the  Governor's  prevention 
agenda  is  to  provide  high-quality 
preschool  programs  for  children  of 
low-income  families.  The  Adminis- 
tration proposes  to  provide  a 
$  10  million  Preschool  Program  and 
a  $  10  million  expansion  of  the 
General  Child  Care  Program  to 
complete  the  $40  million  expansion 
begun  in  1995-96.  The  two-year 
expansion  will  provide  services  to 
approximately  17,000  additional 
children  in  State  Preschool,  for  a 
total  of  approximately  55,000 
children,  and  will  allow  enrollment 
of  eight  thousand  additional  chil- 
dren in  General  Child  Care,  for  a 
total  of  78,000  children.  This 
augmentation  will  benefit  preschool 
children  through  developmental 
and  social  skills  development. 

HIGHLIGHTS  OF  THE 
K-12  BUDGET 

In  addition  to  the  Governor's 
initiatives  described  above,  the 
following  significant  items  are 
proposed  for  1996-97: 

•*■  Statutory  growth  of  $392.4 
million  for  school  district  and 
county  office  of  education 
apportionments 

•*■  Statutory  growth  of  $66.5  million 
for  the  Special  Education  Pro- 
gram 

■*■  Cost-of-living  adjustment  of 
$729.3  million,  a  rate  of 
3-34  percent  for  revenue  limit 


apportionments,  Special  Educa- 
tion, and  Child  Development 

•*•  Additional  State  costs  of 
$81.9  million  for  1994-95  and 
$202.1  million  for  1995-96  due 
to  revised  ADA  and  property  tax 
estimates 

•*•  $4  million  to  implement  the 
Standard  Account  Code  Struc- 
ture, which  will,  when  fully 
implemented,  result  in  all  local 
education  agencies  using  compa- 
rable codes  to  account  for  and 
report  fiscal  data 

■*■  $3  million  to  expand  the  Middle 
Grades  Partnership  Network,  an 
alliance  that  serves  as  a  national 
model  of  education  reform  for 
young  adolescents,  by  addressing 
areas  such  as  at-risk  students, 
curriculum,  grade  transition,  and 
student  accountability 

■*•  $600  thousand  to  expand  the 
Alliance  for  Elementary  Grades,  a 
local  collaborative  effort  to 
identify  exemplary  elementary 
schools  for  the  purpose  of 
education  reform  in  elementary 
schools  statewide 

PROPOSITION  98  FUNDING 
GUARANTEE 

■*■  In  1996-97,  the  total  Proposition 
98  guarantee  is  estimated  to 
increase  $926.2  million,  or 
3.5  percent,  over  the  prior  year. 
The  General  Fund  contributes 
about  64  percent  of  the  total 
guarantee  (see  Table  K12-4). 

•*•  State  revenues  for  1995-96  have 
increased  over  the  July  estimate; 
the  State  now  owes  about 
$476.9  million  to  satisfy  the 
1994-95  and  1995-96  Proposition 
98  guarantee.  The  Governor's 
Budget  proposes  to  spend  the 
$476.9  million  on  one-time  uses, 
as  specified  below.  The  follow- 
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ing  K-12  one-time  augmentations,  along  with  $84.4 
million  for  community  colleges,  are  in  satisfaction  of 
the  increased  1995-96  Proposition  98  funding 
requirements: 

"*■  $  100  million  for  reading  and  math  improvement  in 
elementary  grades; 

■*■  8100  million  for  education  technology; 

■*■  $100  million  block  grant  for  per  pupil  allocation  for 
one-time  costs  such  as  deferred  maintenance,  in- 
structional materials,  and  educational  technology; 

"*■  $50.1  million  for  deferred  maintenance  with  a 
priority  for  critical  hardship  projects; 

■*■  $21.7  million  for  prior  year  mandate  costs; 

•*■  $10  million  for  school/public  library  joint  use  pilot 
projects; 

•*•  $5.7  million  for  a  projected  1995-96  special  educa- 
tion deficiency;  and 

•*■  $5  million  for  single  gender  schools  pilot.  ^"s 


TABLE  K12-4 

Proposition  98 

[Dollars  in  Thousands 

Proposition  98  Appropriation 

1994-95 

1995-96 

1996-97 

State  General  Fund 

$15,217,442 

$16,841,641 

$17,707,662 

Local  Revenue 

9,813,408 

9,934,271 
$26,775,912 

9,994,424 

Total 

$25,030,850 

$27,702,086 

Stale  General  Fund  Distribution 

Department  of  Developmental  Services 

17,479 

16,179 

15,374 

Department  of  Mental  Health 

14,900 

15,400 

15,400 

Department  of  Youth  Authority 

41,117 

44,995 

45,676 

Department  of  Education 

13,911,588 

15,291,877 

16,021,276 

California  Community  Colleges 

1,182,358 

1,373,190 

1,459,936 

Loan  Repayment 

50,000 

100,000 

150,000 

Total 

$15,217,442 

$16,841,641 

$17,707,662 

Proposition  98  Appropriations 

Percentage  Share  of  General  Fund 

SAL  "  Revenues  and  Transfers 

36.8% 

38.3% 

39.4% 

State  Appropriations  Limit,  Article  XIIIB. 
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UC,  CSU,  COMMUNITY  COLLEGES 
AND  FINANCIAL  AID 


c 


'alifornia's  public  and  private 
higher  education  institutions  are 
critical  to  our  social  and  economic 
vitality.  The  State's  universities  are 
world-renowned  centers  for  innova- 
tion and  discovery  in  science, 
medicine,  technology,  agriculture, 
economics,  public  policy,  and 
national  defense.  The  productivity 
of  the  economy  depends  upon  an 
educated  and  literate  citizenry. 
Without  a  highly  educated 
workforce,  and  without  the  basic 
and  applied  research  that  colleges 
and  universities  undertake,  it  will  be 
impossible  for  the  state  to  compete 
in  the  global  economy  of  the 
21st  century. 

The  1996-97  budget  represents  the 
second  year  of  the  four-year  com- 
pact with  the  University  of  Califor- 
nia (UC)  and  California  State 
University  (CSU)  to  strengthen  their 
budgets  and  ensure  their  continued 
excellence.  The  plan  includes  the 
following  elements: 

■*"  General  Fund  increases  of  two 
percent  the  first  year,  and  an 
average  of  four  percent  in  the 
following  years;  additional 
increases  for  contractual  obliga- 
tions such  as  debt  service  and 
annuitant  benefits. 


"*■  Enrollment  growth  averaging 
one  percent  annually  to  increase 
student  access. 

■*■  Increased  portability  and 

transferability  of  classes  among 
UC,  CSU  and  the  community 
colleges. 

"*"  Continued  increases  in  produc- 
tivity and  efficiency  with  new 
savings  of  $  10  million  annually. 

"*■  High  priority  on  reduced 
graduation  times,  and  on 
restoring  faculty  salaries  to 
competitive  levels. 

■*•  Annual  funding  for  capital 
outlay  of  approximately 
$150  million  for  each  segment. 

The  plan's  accomplishments  for 
the  first  year  are  described  in  detail 
in  the  section  "Maintaining  Access 
to  Higher  Education,"  earlier  in  the 
Budget  Summary. 

The  1996-97  budgets  for  UC  and 
CSU  provide  state  funding  in- 
creases pursuant  to  the  compact, 
and  additional  funds  to  avoid 
general  student  fee  increases.  In 
addition,  the  budget  reflects 
increases  in  enrollments  consistent 


with  the  budget  plans  adopted  by 
the  governing  boards. 

For  community  colleges,  the  budget 
includes  full  backfills  of  property  tax 
shortfalls  for  the  past  and  current 
years,  full  growth  and  cost-of-living 
adjustment  (COLA)  for  both  general 
apportionments  and  Basic  Skills 
instructional  programs,  additional 
growth  for  underserved,  rapidly 
growing  areas  where  new  instruc- 
tional centers  have  been  completed, 
and  significant  resources  to  address 
one-time  needs  in  the  areas  of 
instructional  equipment,  mainte- 
nance, technology,  and  library 
materials.  Regular  enrollment  fees 
for  community  colleges  remain  at 
$13  per  credit  unit — the  lowest  in 
the  nation. 

The  1996-97  Governor's  Budget 
proposes  a  variety  of  seismic  and 
life  safety,  infrastructure,  and 
construction  projects  to  be  financed 
from  a  total  of  $413  million  in 
existing  and  proposed  General 
Obligation  bond  funds. 

Current  fee  levels  at  UC,  and  at  CSU 
in  particular,  continue  to  be  moder- 
ate in  comparison  to  similar  institu- 
tions, and  students  will  still  pay  only 
a  fraction  of  the  cost  of  their  educa- 
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tion.  The  bulk  of  the  cost  of  educa- 
tion is  subsidized  by  the  State.  For 
UC,  the  1996-97  cost  of  education 
for  a  general  campus  student  (using 
the  methodology  developed  by  the 
California  Postsecondary  Education 
Commission)  will  be  §13,907;  the 
state  General  Fund  subsidizes 
63  percent  of  this  cost  of  education. 
For  CSU,  the  average  cost  of  educa- 
tion will  be  $9,237;  the  state  Gen- 
eral Fund  subsidizes  75  percent  of 
this  cost.  For  the  community 
colleges,  the  state  General  Fund  and 
local  tax  subsidy  is  over  91  percent 
of  the  $3,606  cost  of  education. 

Enrollments  for  1996-97  are  indi- 
cated in  Table  HIED-1.  Total  funding 
levels  are  shown  in  Table  HIED-2. 

UNIVERSITY  OF  CALIFORNIA 

The  policy  of  the  1996-97  budget  is 
to  continue  strengthening  the  UC 
pursuant  to  the  four-year  compact 
initiated  in  1995-96. 

General  Fund  Increases.  The 

budget  provides  a  General  Fund 
increase  of  $109.9  million  which 
includes  $82.9  million,  consistent 


with  the  second-year  funding 
commitment  of  the  compact  and 
$27  million  to  avoid  a  7.1-percent 
increase  in  system-wide  mandatory 
student  fees.  UC  plans  to  use  most 
of  these  funds,  supplemented  with 
increases  in  fees  for  students  in 
professional  schools  and  a  nine- 
percent  increase  in  nonresident 
tuition,  for  enrollment  growth, 
employee  compensation,  and  price 
increase,  as  discussed  below. 

In  addition,  the  budget  provides 
$13  million  for  the  increased  cost  of 
lease  purchase  payments  resulting 
from  revenue  bonds,  and 
$2.4  million  to  begin  repayment  of 
$25  million  borrowed  in  the  current 
year  for  deferred  maintenance. 
Funding  has  also  been  increased  by 
$0.8  million  for  annuitant  health 
and  dental  benefits,  consistent  with 
the  cost  for  civil  service  annuitants. 

Student  Enrollment.  UC's  enroll- 
ment has  increased  to  153,000  full- 
time  equivalent  (FTE)  students  in 
the  current  year,  which  is  3,000  FTE 
more  than  budgeted.  For  1996-97, 
UC  is  allocating  $9  million  to 
increase  budgeted  enrollments  by 


1,500  FTE.  UC  will  continue  to  meet 
Master  Plan  enrollment  goals  and 
will  admit  all  eligible  students. 

Employee  Compensation.  UC  will 

provide  a  total  of  $87.2  million  for 
employee  compensation  increases. 
Of  this  amount,  $28.8  million  is 
provided  for  a  two  percent  salary 
cost-of-living  increase  for  all  em- 
ployees, effective  October  1,  1996. 
In  addition,  as  part  of  its  plan  to 
restore  faculty  salaries  to  competi- 
tive levels  by  1998-99,  UC  will 
provide  $17  million  for  another 
three-percent  salary  increase  for 
faculty,  effective  October  1,  1996, 
bringing  the  total  faculty  salary 
increase  to  five  percent.  UC's  plan 
also  includes  $9.7  million  to  fund 
the  full-year  cost  of  the  1995-96 
salary  increases,  which  were  effective 
October  1,  1995,  and  $31.7  million 
for  full  funding  of  academic  and 
staff  merit  salary  increases. 

Price  Increase.  UC  plans  to  allocate 
$12.5  million  to  offset  the  impact  of 
inflation  on  its  nonsalary  budget. 

Deferred  Maintenance.  The 

budget  provides  $10  million  from 


TABLE  HIED-1 


University  of  California 

Undergraduate 

Graduate 

Hearth  Sciences 
Californ  io  State  U  n  fversity' 

Undergraduate 

Graduate/Post-boccalaureafe 
Community  Colleges 
Hastings 
Total  Students 


1990-91 


155,881 

(116346) 

(26,798) 

(12337) 

278,902 

(239321) 

(39,381) 

841,075 

1,325 


1,277,183 


1991-92 


156,371 

(117,297) 

(26311) 

(12363) 

271,159 

(232,822) 

(38,337) 

860,219 

1,261 


1,289,010 


Higher  Education 
Full-Time  Equivalent  Students 


1992-93 


1993-94 


1994-95 


1995-96 


154,277 

(115,133) 

(26,374) 

(12,770) 

258,834 

(221,838) 

(36,996) 

873,363 

1,253 


1,287,727 


V  Includes  California  Maritime  Academy,  which  became  part  of  the  CSU  beginning  July  1, 1995. 

V  Budgeted.  Estimated  enrollments  are  153,000  for  UC  and  253,100  for  CSU. 


152,301 

(113348) 

(25,930) 

(12,823) 

247,866 

(213,632) 

(34,234) 

864,014 

1,268 


1,265,449 


152,050 

(113,869) 

(25346) 

(12,635) 

247,113 

(213,390) 

(33,723.00) 

854,843 

1,257 

1,255,263 


150,000  v 

(112,200) 

(25,800) 

(12,000) 

252,400  v 

(218,010) 

(34,390) 

854,138 

1,220 


1,257,758 


1996-97 


1996-97 

vs. 

1995-96 


151300 
(NA) 
(NA) 
(NA) 

254,400 
(NA) 
(NA) 

878,439 
1,220 


1300 
(N/A) 
(N/A) 
(N/A) 

2,000 
(N/A) 
(N/A) 
24,301 


1 ,285359 


27,801 
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proposed  General  Obligation  bond 
funds  for  UC's  highest  deferred 
maintenance  needs. 

Student  Fees.  For  the  second 
consecutive  year,  the  budget  pro- 
vides funds  to  avoid  an  increase  in 
mandatory  systemwide  student  fees. 
The  undergraduate  fee  level  of 
$4,139  compares  favorably  to  the 
1995-96  average  of  $4,763  at  four 
public  institutions  used  for  salary 
comparison  purposes  (see  Figure 
HIED-A). 

Medical  Services  Merger.  Discus- 
sions are  now  underway  between 
Stanford  University  and  the  Univer- 
sity of  California  at  San  Francisco  to 
merge  the  patient  care  activities  of 
the  medical  centers  operated  by 
each  institution.  The  Administration 
welcomes  such  bold,  innovative 
approaches  as  the  medical  market- 
place undergoes  a  fundamental 
change. 


Capital  Outlay.  Included  within  the  proposed  budget  is  $140.3  million 
from  proposed  General  Obligation  bond  funds  and  $2.0  million  from 
existing  General  Obligation  bond  funds  to  support  the  need  for  construc- 
tion and  seismic/other  renovation  of  classrooms,  laboratories,  libraries,  and 
equipment,  as  well  as  projects  to  update  infrastructure  on  campuses.  This 


FIGURE  HIED-A 


University  of  California 

Comparison  of  Resident  Fee 

and  Tuition  Levels  at  Comparable  Universities 

and  California  Private  Institutions 
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TABLE  HIED-2 


Higher  Education  Expenditures 

General  Fund,  Lottery  Funds,  State  School  Fund, 

Local  Revenues  and  Student  Fees 


(Doll 

irsin  Millions' 

One-Year  Change 

1990-91 

1991-92 

1992-93 

1993-94 

1994-95 

1995-96 

1996-97 

Amount 

Percent 

University  of  California" 

$2,6153 

$2,685.6 

$2^99.7 

$2351.6 

$2,668.6 

$2,787.2 

$2,926.8 

$139.6 

5.0% 

California  State  University  "!' 

2,050.1 

2,051.7 

2,016.9 

1,975.8 

2,141.8 

2,255.0 

2,349.9 

94.9 

4.2% 4/ 

Community  Colleges 

3,307.9 

3,352.7 

3,461.4 

3339.4 

3,639.1 

3,861.4 

3,990.8 

129.4 

3.3% 5' 

Student  Aid  Commission 

160.7 

172.1 

145.9 

210.7 

226.1 

240.7 

252.1 

11.4 

4.7% 

Other  Higher  Education 3/ 

86.9 

115.5 

135.8 

129.2 

156.8 

160.3 

1883 

28.2 

17.6% 

Total  Funds 


$8,221.1  $8,3773  $8,360.4  $8,408.1  $8,832.4         $9,304.6         $9,708.1 


$4033 


4.3% 


"  For  purposes  of  this  table,  expenditures  for  the  University  of  California  and  California  State  University  have  been  adjusted  to  include  the  offsetting,  general 

purpose  income.  This  provides  consistency  in  comparing  magnitudes  and  growth  among  the  various  segments  of  education. 
21  Includes  the  California  Maritime  Academy  which  become  part  of  CSU,  effective  July  1, 1 995. 
J  The  Other  Higher  Education  amount  includes  General  Obligation  Bond  Interest  and  Redemptions  and  Interest  on  PMIA  Loans  for  UC,  CSU  and  Hastings 

College  of  the  Law  (HCL);  California  Postsecondory  Education  Commission. 
4|  CSU's  expenditures  for  1995-96  include  $20.4  million  in  General  Fund  for  one-time  expenditure  of  hinds  carried  over  horn  prior  years. 

Without  these  one-time  expenditures  in  1995-96,  CSU's  expenditures  for  1 996-97  would  show  a  one-year  increase  of  $1 15.3  million  or  5.1  percent. 
s/  CCC  expenditures  for  1995-96  include  $70  million  in  General  Fund  proposed  legislation  for  one-time  expenditures.  Without  this  proposal,  CCC  expenditures  for  1 996-97  would  show 

a  one-year  increase  of  $1 99.4  million  or  5.3  percent. 
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funding  level  is  consistent  with  the 
compact's  commitment  for  $  150  million 
annually  for  capital  projects,  incor- 
porating UC  's  decision  to  use  $  10  mil- 
lion for  high-priority  deferred  main- 
tenance projects  with  a  15-year 
useful  life. 

CALIFORNIA  STATE  UNIVERSITY 

The  policy  of  the  1996-97  budget  is 
to  continue  strengthening  the  CSU 
pursuant  to  the  four-year  compact 
initiated  in  1995-96. 

General  Fund  Increases.  The 

budget  provides  a  General  Fund 
increase  of  $101.8  million  which 
includes  $71.6  million,  consistent 
with  the  second-year  funding 
commitment  of  the  compact  and 
$30.2  million  to  avoid  a  ten-percent 
increase  in  systemwide  mandatory 
student  fees.  CSU  plans  to  allocate 
most  of  these  funds  to  student 
enrollment,  employee  compensa- 
tion, deferred  maintenance,  instruc- 
tional equipment,  price  increase, 
and  developing  campuses,  as 
discussed  in  more  detail  below. 

In  addition,  the  Governor's  Budget 
provides  $11.2  million  for  the 
increased  cost  of  lease-purchase 
payments  resulting  from  revenue 
bonds,  and  $2.3  million  to  begin 
repayment  of  $24  million  borrowed 
in  the  current  year  for  deferred 
maintenance.  Funding  has  also  been 
increased  by  $0.2  million  for  the 
increased  cost  of  annuitant  dental 
benefits. 

Student  Enrollment.  CSU's  current 
year  enrollment  is  estimated  at 
253,100  FTE,  which  is  700  FTE 
more  than  budgeted,  and  represents 
an  increase  of  6,000  FTE  over  last 
year.  For  1996-97,  CSU  is  providing 
$11.8  million  to  increase  budgeted 
enrollments  by  2,000  FTE  for  a  total 
of  254,400.  CSU  will  continue  to 
accept  additional  students  if  they 
enroll. 


Employee  Compensation.  CSU 

plans  to  allocate  a  total  of 
$68.3  million  for  employee  compen- 
sation in  1996-97.  Of  this  amount, 
$39  million  represents  full-year 
costs  of  current  year  compensation 
increases  effective  September  1, 
1995.  The  remaining  $64.4  million 
represents  a  total  increase  of  about 
four  percent;  however,  the  specific 
allocations  for  cost-of-living,  time-in- 
service,  and  performance  increases 
will  be  determined  by  CSU  and  its 
employee  unions  through  collective 
bargaining. 

Deferred  Maintenance.  CSU  plans 
to  allocate  $9-6  million  from  its 
General  Fund  increase  for  deferred 
maintenance  in  order  to  address  its 
most  critical  needs. 

Instructional  Equipment.  CSU 

plans  to  allocate  $4.5  million  for 
this  purpose  in  order  to  preserve 
and  enhance  its  instructional 
quality. 

Price  Increase.  CSU  plans  to 
allocate  $35  million  for  price 
increases  to  fund  inflationary 
increases  in  non-salary  goods  and 
services. 


FIGURE  HIED-B 


Developing  Campuses.  Tremen- 
dous progress  has  been  achieved 
with  the  opening  in  fall  1995  of  the 
new  campus  at  Monterey  Bay.  This 
new  campus  will  continue  CSU's 
tradition  of  excellence,  and  will 
provide  an  enriched  environment 
through  the  use  of  alternative 
instructional  methods  and  new 
technologies.  CSU  plans  to  allocate 
a  total  of  $35  million  to  continue 
development  at  Monterey  Bay,  as 
well  as  at  San  Marcos  and  the 
California  Maritime  Academy. 

Student  Fees.  For  the  second 
consecutive  year,  the  budget  pro- 
vides funds  to  avoid  an  increase  in 
mandatory  systemwide  student  fees. 
CSU's  proposed  fee  level  of  $1,891 
compares  very  favorably  with  the 
1995-96  average  of  $3,099  at  15 
public  institutions  used  for  salary 
comparisons  (see  Figure  HIED-B). 

Educational  Technology  and 

Telecommunications.  In  order  to 
reap  the  benefits  from  such  techno- 
logical advances  as  shared  libraries, 
distance  learning,  and  mediated 
instruction,  CSU  is  committed  to 
establishing  an  effective  infrastruc- 
ture for  information  technology. 


California  State  University 

Comparison  of  Resident  Fee  and  Tuition  Levels 

at  Comparable  Public  Universities  and  California  Private  Institutions 
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This  infrastructure  requires  re- 
sources in  both  capital  construction 
and  ongoing  operations  (i.e.,  wires, 
cables,  equipment,  technical  stan- 
dards and  training,  and  support). 
The  budget  includes  capital  outlay 
projects  to  help  build  the  telecom- 
munications infrastructure,  and 
reflects  allocations  within  the 
operating  program  to  further  the 
development  of  technologically- 
based  services  and  programs. 

Capital  Outlay.  Included  within  the 
proposed  budget  is  $150  million 
from  proposed  General  Obligation 
bond  funds  to  support  the  need  for 
construction  and  renovation  of 
classrooms,  laboratories,  and 
libraries  as  well  as  projects  to 
update  infrastructure  on  campuses. 

CALIFORNIA  COMMUNITY 
COLLEGES 

Total  funding  for  1996-97  is  $  129.4  mil- 
lion more  than  the  amount  provided 
in  1995-96,  which  represents  a 
3 -3-percent  increase.  Included  in 
the  expenditures  proposed  for 
1995-96  is  an  additional  $70  million 
of  one-time  spending.  The  budget 
also  includes  backfills  for  property 


tax  shortfalls  as  discussed  below. 
Therefore,  the  increase  in  funding 
for  ongoing  programs  is  $199-4  mil- 
lion more  than  in  1995-96  or 
5.3  percent. 

These  increases  provide  the  re- 
sources for  districts  to  address  the 
Administration's  policy  objectives 
for  the  community  colleges  which 
include:  protecting  the  state's 
facilities  by  reducing  the  backlog  of 
deferred  maintenance;  investing  in 
high  technology  to  improve  instruc- 
tional quality  and  student  services; 
encouraging  distance  learning  and 
new  teaching  methods;  and  expand- 
ing college  access  for  all  to  ensure  a 
well-trained,  competent  work  force 
capable  of  competing  in  the  job 
market  of  the  next  century. 

The  budget  also  ensures  California's 
community  colleges  continue  to  be 
the  most  affordable  higher  educa- 
tion system  in  the  nation,  regardless 
of  income  level.  Student  fees  remain 
at  $13  per  unit  which  is  the  lowest 
in  the  nation.  Figure  HIED-C  com- 
pares California's  annual  enrollment 
fees  nationwide  for  1995-96. 
Additionally  because  the  number  of 
financially  needy  students  has 


increased,  the  budget  includes 
funds  to  offset  the  associated  fees 
waived  for  those  students. 

As  Table  HIED-3  shows,  total 
funding  for  the  California  Commu- 
nity Colleges  in  1996-97  is  $4.0  bil- 
lion. Figure  HIED-D  shows  the 
funding  sources  and  their  propor- 
tionate contribution  to  the  colleges 
from  1994-95  through  1996-97. 

The  following  adjustments  will  be 
proposed  through  current  year 
legislation  from  additional  Proposi- 
tion 98  funds  available  to  meet  the 
revised  levels  of  the  respective 
guarantees: 

•*■  $14.4  million  to  fully  backfill  the 
declines  in  past  year  and  esti- 
mated current  year  property  taxes 
since  the  1995-96  Budget  Act 
estimates. 

"*■  $70  million  for  one-time  uses,  of 
which  75  percent  is  proposed  for 
FTES-based  block  grants  to 
address  high-priority  instruc- 
tional equipment,  technology, 
and  library  material  replacement, 
and  25  percent  for  deferred. 


TABLE  HIED-5 


Significant  Revenue  Sources  for  Community  Colleges 

(Dollars  in  Millions) 


Source  of  Funds      1990-91      1991-92      1992-93      1993-94      1 994-95  '      1995-96"      1996-97 


v 


T» 


Change  from 

1995-96 

Dollars      Percent 


State  General  Fund 
Lottery  Fund 
Local  Property  Taxes 
Student  Fees 
Other  State  Funds 
Federal  Funds 
Local  Miscellaneous 
Local  Debt  Service 
Total  Revenue 


$1,792.7 

97.1 

791.1 

72.0 

65 

126.4 

4155 

6.7 


$1,799.5 

75.8 

831.3 

82.3 

5.2 

120.0 

433.6 

5.0 


$1,641.6 

855 

1010.3 

1226 

65 

1185 

4722 

4.2 


$1,279.2 

94.2 

12785 

186.9 

55 

136.3 

555.9 

28 


$1,323.0 

100.7 

1332.0 

174.9 

7.3 

146.1 

553.4 

1.7 


"  1994-95  General  Fund  includes  proposed  $5.0  million  from  current  year  legislation. 

71  Estimated  1 995-96  General  Fund  includes  proposed  $79.4  million  from  current  year  legislation. 


$1507.9 
101.6 
1348.1 
164.6 

6.6 
146.1 
584.9 

1.7 


$1,608.7 
101.6 
1356.9 
163.7 
6.8 
146.1 
605.2 
1.7 


$3,307.9      $3,3527        $3,461.4      $3539.4         $3,639.1  $3,861.4         $3,990.8 


$100.8 
0.0 
8.8 
(09) 
0.2 
0.0 
20.4 
0.0 


$129.4 


6.7% 
0.0% 
0.7% 
-05% 
3.2% 
0.0% 
35% 
0.0% 


3.3% 
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maintenance  projects  based  on 
statewide  priorities. 

The  following  ongoing  adjustments 
are  proposed  for  the  general 
apportionment  and  other  programs 
for  1996-97: 

■*■  $91.5  million  to  fund  a  full 
statutory  COLA  of  3.45  percent 
for  general  apportionments  and 
Basic  Skills. 

•*•  $38.2  million  for  full  statutory 
growth  in  enrollments  based  on 
the  expected  1.46-percent  change 
in  adult  population  for  both 
general  apportionments  and 
Basic  Skills. 

■*•  $10  million  for  additional  growth 
in  enrollments  targeted  to 
underserved  areas  where  new 
instructional  centers  have  been 
completed. 

•*■  $4  million  for  increased  financial 
aid,  plus  an  additional  $360  thou- 
sand for  financial  aid-related 
administration. 

•*■  $17.8  million  for  increased  lease- 
revenue  bond  payments  neces- 
sary for  Public  Works  Board- 
financed  capital  improvements. 

Capital  Outlay.  Included  within  the 
proposed  budget  is  $120  million 
from  proposed  General  Obligation 
bond  funds  to  support  the  need  for 
construction,  renovation,  and 
expansion  of  classrooms,  laborato- 
ries, libraries,  and  equipment,  as 
well  as  projects  to  update  infrastruc- 
ture on  campuses. 

STUDENT  FINANCIAL  AID 

California's  Master  Plan  for  Higher 
Education  is  based  on  three  prin- 
ciples: (1)  high-quality  educational 
programs,  (2)  open  access  for  all 
who  meet  specified  entrance 
criteria,  and  (3)  affordability.  Until 


the  severe  fiscal  constraints  of  the  early  1990s,  the  State  had  sufficient 
resources  to  pursue  the  goal  of  affordability  through  a  policy  of  charging  all 
students  fees  which  were  substantially  lower  than  comparable  institutions. 

Beginning  in  the  early  1990s,  the  state's  fiscal  constraints  forced  a  difficult 
policy  choice:  either  severely  cut  back  access  or  compromise  quality,  in 
order  to  continue  a  policy  of  providing  deep  subsidies  to  all,  irrespective  of 
ability  to  pay,  or  require  those  who  could  afford  to  pay  higher  fees  to  do  so, 
while  providing  additional  financial  aid  for  those  who  could  not,  in  order  to 
maintain  quality  and  preserve  open  access.  The  Administration  chose  the 
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latter  course,  recasting  affordability 
in  terms  of  ability  to  pay.  By  allow- 
ing student  fees  to  increase,  the 
state  was  able  to  provide  for  more 
faculty,  students,  and  financial  aid 
than  would  otherwise  have  been 
possible. 

Specifically,  the  Administration  has 
maintained  its  commitment  to  keep 
higher  education  affordable  by 
providing  significant  increases  in 
student  financial  aid  (See  Table 
HIED-4).  Since  1990-91,  the  funding 
of  financial  aid  from  new  fee 
revenue  has  increased  by 
$162  million,  and  by  $196  million 
from  the  General  Fund;  the  com- 
bined total  has  more  than  doubled, 
increasing  from  $282  million  to 
$639  million.  Currently,  about 
56  percent  of  UC  students  and 
44  percent  of  CSU  students  receive 
financial  aid. 


Cal  Grant  Program.  The  Cal  Grant 
A  and  B  programs  are  proposed  to 
increase  by  $  10  million  to  raise  the 
maximum  award  amount  for  new 
grant  recipients  selecting  nonpublic 
institutions.  This  funding  will 
increase  the  maximum  award 
amount  for  new  recipients  from 
$5,250  to  approximately  $7,100,  an 
increase  of  $1,850.  With  this  in- 
crease the  new  awards  will  cover 
about  45  percent  of  the  average 
tuition  for  Cal  Grant  recipients 
attending  independent  institutions. 
Students  receiving  this  higher  level 
of  award  will  continue  to  receive  the 
higher  level  in  future  years. 

In  addition,  the  budget  includes 
increases  in  the  Cal  Grant  program 
of  $3.9  million  in  1995-96  and 
$5.3  million  in  1996-97  to  maintain 
grant  funding  for  current  recipients. 
These  additional  funds  are  needed 


because  more  Cal  Grant  recipients 
are  staying  in  school  thereby 
increasing  total  program  costs. 

It  should  be  emphasized  that 
students  also  receive  financial  aid 
from  federal,  private,  and  other 
sources  in  the  form  of  grants,  work 
study,  and  loans.  Altogether,  stu- 
dents in  California's  public  and 
private  higher  education  institutions 
received  about  $3-7  billion  in 
financial  aid  in  1994-95,  an  increase 
of  $1.3  billion  (56  percent)  in  just 
the  four  years  since  1990-91.  The 
total  amount  is  expected  to  increase 
by  several  hundred  million  dollars 
in  1995-96  and  again  in  1996-97.  «■» 


TABLE  HIED-4 


Financial  Aid  Grants: 

General  Fund  and  Fee  Revenue  Funded 

(Dollars  in  Thousands) 


Institution/Fund  Source      1990-91 


1991-92 


1992-93 


1993-94 


1994-95 


1995-96 


1996-97 


University  of  California 
General  Fund 
Fee  Revenue  " 

$80,335 
47,253 
33,082 

$105,297 
56,460 
48,837 

$124,036 
53,834 
70,202 

$168,735 
65,423 
103,312 

$175,655 
53,743 
121,912 

$178,949 
54,136 
124,813 

$180,187 
54,136 
126,051 

California  State  University 
General  Fund 
Fee  Revenue 

32.117 
32,117 

46.493 
46,493 

84.989 
47,896 
37,093 

94591 

48,227 
46,364 

109,018 
47,656 
61,362 

114,525 

47,680 
66,845 

116,276 
47,680 
68,596 

Community  Colleges v 
General  Fund 

12,021 

16,849 

28,291 

51^40 

74,799 

93,307 

97,320 

Student  Aid  Commission 
General  Fund 

157,032 

168,975 

142,831 

207,600 

222,878 

234,442 

245,127 

Total 

General  Fund 
Fee  Revenues 

$281,505 
248,423 
33,082 

$337,614 
288,777 
48,837 

$380,147 
272,852 
107,295 

$522,466 
372,790 
149,676 

$582,350 
399,076 
183,274 

$621,223 

429,565 
191,658 

$638,910 
444,263 
194,647 

"  Reflects  no  increases  in  mandatory  systemwide  fees  for  the  University  of  California  and  California  State  University. 
B  Reflects  budgeted  amounts. 
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le  1996-97  Governor's 
Budget  for  Health  and  Welfare 
continues  and  strengthens  the 
Administration's  commitment  to 
structural  reforms  and  reflects  the 
anticipated  impact  of  federal 
welfare  reform.  The  budget  pro- 
vides new  and  redirected  funding 
for  programs  which  promote 
personal  responsibility  and  preven- 
tion, and  maintains  access  to  critical 
services  for  California's  neediest 
residents. 

1996-97  HEALTH  AND  WELFARE 
EXPENDITURE  LEVELS 

Proposed  1996-97  Health  and 
Welfare  expenditures  total  $42.9  bil- 
lion in  combined  State  and  federal 
funds,  including  funding  for  ap- 
proximately 39,500  personnel  years. 

The  budget  assumes  enactment  of 
anticipated  federal  welfare  reform 
legislation  and  enactment  of  state 
legislation  to  make  permanent 
$1.2  billion  in  prior  year  program 
reductions  which  otherwise  would 
have  been  temporary.  Included  in 
these  permanent  reductions  are 
prior  year  welfare  grant  reductions 


and  elimination  of  automatic  cost-of-living  increases  for  health  and 
welfare  programs. 

The  allocation  of  funding  among  the  various  programs  is  shown  in  Figure 
HW-A.  The  caseload  totals  underlying  much  of  the  expenditure  level  are 
shown  in  Table  HW-1. 


FIGURE  HW-A 


Health  and  Welfare  Proposed  1996-97  Expenditures* 
All  Funds 

(Dollars  in  Millions) 


Employment  Services 
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SSI/SSP 
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Other  Social  Services 
$3,261.5  =  7.6% 

Other" 

$2,248.6  = 
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Public  Health  Services 

$1,546.1  = 

3.6% 


Medi-Cal 

$16,679.1  ■■ 
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State/Local 

Realignment 

$2,497.8  =  5.8°/ 


Mental  Health 
$1,030.2  =  2.4% 


*  Includes  support  and  local  assistance. 

**  Reflects  allocations  for  the  Health  and  Welfare  Agency,  Departments  of  Aging,  Alcohol  and 
Drug  Programs,  Health  and  Welfare  Data  Center,  Office  of  Statewide  Health  Planning  and 
Development,  Rehabilitation,  Emergency  Medical  Services  Authority,  Governor's  Advisory 
Committee  on  Child  Care,  Community  Services  and  Development,  State  Council  and  Area 
Boards  on  Developmental  Disabilities,  California  Medical  Assistance  Commission,  State  support 
for  the  Departments  of  Health  Services  and  Social  Services.  Also  included  are  the  costs 
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TABLE  HW-1 


Major  Health  and  Welfare  Program  Caseloads 


1995-96 

Revised 

1996-97 

Change 

1  California  Children's  Servites"' 

(treatment  of  physical  handicaps) 

136,520 

140,650 

4,130 

2  Medi-Cal  Certified  Eligible  (provision  of 

medical  services  to  low  income  eligibles 

5,533,600 

5,634,400 

100,800 

3  AFDC  (assistance  for  deprived 

families  with  minor  children) 

2,682,208 

2,684,679 

2,471 

4  SSI/SSP  (support  foraged, 

blind  and  disabled) 

1,036,374 

1,062,552 

26,178 

5  In-Home  Supportive  Services 

185,143 

191,450 

6,307 

6  Child  Welfare  Services1" 

153,924 

160,626 

6,702 

7  Foster  Care 

70,148 

72,513 

2,365 

8  Non  Assistance  Food  Stamps1' 

445,452 

454,733 

9,281 

9  State  Hospitals 

a.  Mental  Health  clients'" 

3,564 

4,281 

717 

b.  Developmentally  disabled  clients6' 

4,457 

3,857 

-600 

10  Community  Developmentally 

Disabled  Services 

o.  Regional  Centers" 

129,230 

136,565 

7,335 

b.  Work  activity  program'" 

20,051 

20,061 

10 

11  Vocational  Rehabilitation* 

18,000 

32,000 

14,000 

12  Alcohol  Programs'' 

296,800 

305,700 

8,900 

13  Drug  Programs9' 

215,500 

222,000 

6,500 

14  Employment  Services  (placements)" 

211,158 

190,042 

-21,116 

15  Unemployment  Services 

(total  weeks  claimed) 

25,431,000 

23,403,000 

-2,028,000 

a/  This  figure  represents  unduplicated  quarterly  caseload  in  the  CCS  Program. 

b/  Represents  Emergency  Response,  Family  Maintenance,  Family  Reunification  and  Permanent  Placement 

service  areas  on  a  monthly  basis.  Due  to  transfers  between  each  service  area  a  case  may  be  reflected  in 

more  than  one  service  area, 
c/  Represents  an  average  monthly  unduplicated  caseload  as  reported  in  the  client  data  system 
a7  Represents  the  average  annual  caseload, 
e/  Represents  the  year-end  population  upon  which  the  Budget  is  based, 
f/  Represents  the  number  of  new  plans  written  each  year.  New  plans  are  down  due  to  the  reduction  in  federal  funding 

for  1995-96.  However,  additional  federal  funds  are  expected  to  be  available  in  1996-97. 
g/  Number  of  participants  served  during  the  fiscal  year, 
h/  Estimates  reflect  o  1 996-97  reduction  in  federal  grant  allocations. 
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Annual  Percentage  Change  in  AFDC  Caseload 
and  California  Population 
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DEPARTMENT  OF  SOCIAL 
SERVICES 

Aid  to  Families  With  Dependent 
Children  (AFDC) 

AFDC  is  California's  largest  welfare 
program,  providing  cash  assistance 
to  help  families  meet  basic  needs 
(shelter,  food,  clothing)  when  they 
are  unable  to  meet  those  needs  on 
their  own.  Eligible  families  must 
include  a  child  under  age  18  who  is 
deprived  of  parental  care  and 
support  due  to  the  absence,  death, 
incapacity  or  unemployment  of  one 
or  both  parents.  In  addition,  fami- 
lies must  meet  income  and  asset 
eligibility  requirements.  There  are 
two  categories  of  AFDC:  the  AFDC- 
Family  Group  (AFDC-FG),  which 
consists  mainly  of  single  parents 
with  dependent  children;  and,  a 
second  category;  the  AFDC-Unem- 
ployed  Parent  (AFDC-U),  which 
consists  of  two-parent  households 
with  at  least  one  unemployed 
parent. 

Caseload  Trends.  After  a  period  of 
unprecedented  AFDC  caseload 
growth  peaking  at  nearly  12  percent 
during  the  early  1990s,  AFDC 
caseload  growth  is  now  projected  to 
be  nominal  (see  Figure  FfW-B). 
Several  factors  contribute  to  this 
virtual  flattening  of  the  caseload. 
The  Administration  has  imple- 
mented several  policy  reforms  over 
the  past  five  years  which  promote 
job  skills  and  encourage  education, 
increase  child  care  services  and 
dramatically  increase  financial 
incentives  encouraging  AFDC 
recipients  to  work.  These  policy 
reforms,  coupled  with  improved 
private  sector  economic  perfor- 
mance reflected  in  an  increase  in 
employment,  have  assisted  AFDC 
recipients  in  finding  work.  In 
addition,  other  Administration 
reform  policies,  such  as  enhanced 
fraud  prevention  efforts,  have 
resulted  in  caseload  decreases. 
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There  also  has  been  a  decrease  in 
births  in  California  and  the  birth 
rate  for  teenagers,  ages  15  to  19,  has 
decreased  by  six  percent  in  the 
three-year  period  from  1991  to  1994. 

AFDC-Family  Group  (AFDC-FG). 

Within  the  AFDC  caseload,  AFDC-FG 
cases  constitute  approximately 
84  percent  of  the  total  caseload.  In 
May  1995,  the  AFDC-FG  caseload 
was  projected  to  increase  by  2.4  per- 
cent in  1995-96.  Now,  the  AFDC-FG 
caseload  is  projected  to  decrease  by 
0. 1  percent.  Caseload  is  down  each 
month  from  June  to  September 
1995  compared  to  the  same  months 
in  1994.  Such  negative  caseload 
changes  have  not  been  experienced 
in  nearly  15  years.  In  1996-97,  the 
AFDC-FG  caseload  is  projected  to 
increase  by  only  0.1  percent. 

AFDC-Unemployed  (AFDC-U). 

AFDC-U  cases  constitute  approxi- 
mately 16  percent  of  total  AFDC 
cases.  In  general,  the  size  of  the 
AFDC-U  caseload  is  determined  by 
the  health  of  the  State's  economy. 
The  number  of  two-parent  families 
receiving  aid  tends  to  grow  sharply 
during  recessionary  times  and 
decline  with  economic  recovery.  In 
May  1995,  the  AFDC-U  caseload  was 
projected  to  increase  by  1.7  percent 
in  1995-96.  Now,  this  caseload  is 
projected  to  increase  by  0.6  percent. 
In  1996-97,  the  AFDC-U  caseload  is 
projected  to  decrease  by  0.3  percent. 

Program  Changes 

1996-97  4.5-Percent  Grant  Reduc- 
tion. After  the  grant  reductions 
included  in  previous  budgets  are 
implemented  (the  2.3  percent, 
4.9  percent  and  regional  grants), 
California  will  still  have  one  of  the 
highest  grant  levels  in  the  nation: 
seventh  highest  among  the  50  states 
and  the  second  highest  grant  among 
the  ten  most  populous  states 
(see  Table  HW-2).  The  Governor's 
Budget  proposes  to  reduce  welfare 


cash  grants  by  4.5  percent  effective 
July  1,  1996.  This  4.5  percent 
reduction  changes  the  cash  grant 
level  for  a  family  of  three  in  Region 
1  from  $565  per  month  to  $540  per 
month,  and  in  Region  2  from  $538 
to  $514.  California's  payment  level 
would  be  the  ninth  highest  among 
the  50  states  after  these  reductions, 
but  still  the  second  highest  among 
the  ten  most  populous  states. 

State  Policy  Changes  in  1995-96. 

The  passage  of  federal  legislation 
will  allow  California  to  implement 
several  reforms  included  in  the 
Budget  Act  of  1995.  These  include: 

■*■  Grant  Reductions:  The  Budget 
Act  of  1995  included  two  AFDC 
cash  grant  reductions,  the  2.3  percent 
grant  reduction  enacted  as  part 
of  the  Budget  Act  of  1994,  and  an 
additional  4.9-percent  reduction 
enacted  as  part  of  the  Budget  Act 
of  1995.  Both  reductions  are 
assumed  to  be  effective 
March  1,  1996.  The  combined 
reduction  will  change  the  cash 
grant  level  for  a  family  of  three 
from  $607  per  month  to  $565 
per  month.  In  addition,  the 
Budget  Act  of  1995  established 
Regional  Grants  which  divide  the 
state  into  two  regions;  Region  1 
includes  counties  with  larger 
populations  and  a  higher  cost  of 
living,  and  Region  2  includes 
counties  with  smaller  popula- 
tions in  which  average  monthly 
rent  costs  are  below  $400. 
Effective  March  1,  1996,  the  grant 
levels  in  Region  2  counties  will 
be  reduced  by  an  additional 
4.9  percent.  The  cash  grant  level 
for  a  family  of  three  in  Region  1 
will  be  $565  per  month  while  the 
Region  2  cash  grant  level  will  be 
$538  per  month. 

■*■  Maximum  Family  Grant:  The 
Maximum  Family  Grant  caps 
grant  levels  by  not  allowing  grant 
increases  for  families  when 


children  are  conceived  while 
either  of  the  parents  are  receiving 
AFDC.  In  order  to  receive  in- 
creased aid  for  additional  chil- 
dren, a  family  must  be  off  aid  at 
least  24  months  before  reapply- 
ing. Grant  savings  will  begin  to 
be  realized  by  February  1,  1997. 

"*■  Teen  Pregnancy  Disincentive: 
Chapter  307,  Statutes  of  1995 
(AB  908),  authorized  a  Teen 
Pregnancy  Disincentive  requiring 
unwed  teen  parents  to  live  at 
home  as  a  condition  of  receiving 
aid,  unless  Child  Protective 
Services  determines  that  the 
parents'  home  is  abusive.  The 
legislation  is  intended  to  provide 
adult  supervision  of  the  teenage 
parent  and  child  as  well  as 
discourage  teens  from  becoming 
pregnant  as  a  means  of  gaining 
independence  by  removing  any 
financial  incentive. 

■*■  Barring  Sponsored  Immigrants 
from  AFDC:  Under  current 
federal  law,  those  who  sponsor 
immigrants  are  required  to 
support  these  individuals  for  five 
years  after  their  entry  into  the 
United  States.  Chapter  148, 
Statutes  of  1994,  authorized  the 
State  to  bar  sponsored  immi- 
grants from  AFDC  for  five  years  if 
enabling  federal  legislation 
specifically  allowed  the  State  to 
do  so.  By  excluding  these  legal 
immigrants  from  aid,  and  consis- 
tent with  impending  federal  law 
change,  sponsors  would  be  held 
to  their  financial  commitments. 
Under  federal  welfare  reform,  the 
State  is  given  the  option  of  aiding 
all  legal  immigrants.  However, 
the  federal  legislation  does  not 
specifically  allow  or  prevent  the 
State  from  barring  sponsored 
immigrants.  Therefore,  the  State 
may  implement  its  barring 
sponsored  immigrants  policy,  but 
only  after  an  additional  state  law 
is  enacted  revising  the  wording  of 
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the  original  legislation.  The 
Governor's  Budget  assumes  this 
legislation  will  be  enacted, 
allowing  for  the  barring  of 
sponsored  immigrants  beginning 
July  1,  1996. 

Federal  Welfare  Reform.  Federal 
welfare  reform  includes  program 
changes  in  welfare  not  previously 
enacted  by  the  State.  Costs  and 
savings  resulting  from  these  changes 
are  reflected  in  the  Governor's 
Budget: 

■*■  The  Governor's  Budget  assumes 
California's  welfare  block  grant 
allocation  is  based  on  its  Federal 
Fiscal  Year  (FFY)  1995  AFDC 
allocation.  This  funding  level  will 
remain  constant  for  five  years 
without  regard  to  changes  in 
caseload.  The  first  quarter  of 
fiscal  year  1995-96  was  funded 
under  the  then-existing  Tide  IV-A 
program,  while  the  remaining 
three  quarters  will  be  funded  by 
the  welfare  block  grant. 

■*■  By  implementing  the  policy 
changes  associated  with  the 
welfare  reform  block  grant  and 
using  FFY  1995  as  the  base  year, 
welfare  block  grant  funding  will 
exceed  the  expected  federal 
funding  level  for  programs  under 
current  law,  resulting  in  General 
Fund  savings  of  $82  million  in 
1995-96  and  $299  million  in 
1996-97. 

■*■  Federal  welfare  reform  eliminates 
Individual  Functional  Assess- 
ments (IFA)  in  determining  a 
child's  eligibility  for  the  Supple- 
mental Security  Income/State 
Supplementary  Payment  (SSI/SSP) 
program.  This  change  in  SSI/SSP 
eligibility  produces  program 
savings;  however,  it  also  gener- 
ates offsetting  costs  in  welfare.  A 
majority  of  children  receiving  SSI/ 
SSP  due  to  IFAs  were  eligible  for, 
but  did  not  receive  welfare 


because  they  received  SSI/SSP 
benefits.  The  Governor's  Budget 
assumes  that  75  percent  of  the 
children  no  longer  eligible  for 
SSI/SSP  due  to  this  eligibility 
change  will  now  receive  aid 
under  the  welfare  block  grant. 

■*■  Under  current  law,  the  State 
recovers  previously  expended 
AFDC  funds  when  back  child 
support  payments  are  collected. 
Once  the  State  is  repaid  all 
previous  welfare  costs,  the  family 
is  paid  the  balance.  Federal 
welfare  reform  reverses  the  order 
of  payment  by  paying  families 
first  and  then  the  State. 

For  a  further  discussion  of  federal 
block  grants,  see  the  Federal  Block 
Grant  Chapter  and  later  discussions 
in  this  Chapter. 


Employment  Assistance — Greater 
Avenues  for  Independence 

(GAIN).  The  Governor's  Budget 
includes  an  augmentation  of 
$6  million  General  Fund  for  the 
program  to  backfill  a  loss  of  en- 
hanced federal  funding.  Also,  the 
Department  of  Social  Services  is 
implementing  the  reforms  con- 
tained in  Chapter  306,  Statutes  of 
1995  (AB  1371)  which  are  designed 
to  strengthen  the  program's  employ- 
ment focus  and  improve  cost 
effectiveness. 

Supplemental  Security 

Income\State  Supplemental 

Payment  (SSI/SSP) 

The  SSI/SSP  program  provides  cash 
grant  assistance  to  eligible  aged, 
blind  and  disabled  persons  who 
meet  the  program's  income  and 
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resource  requirements.  This  pro- 
gram is  administered  by  the  federal 
Social  Security  Administration  which 
determines  eligibility,  computes 
grants,  and  disburses  the  combined 
monthly  payment  to  recipients. 
California  augments  the  federal  SSI 
payment  with  a  state  supplemental 
payment.  The  combined  SSI/SSP 
grant  provides  assistance  for  the 
recipient's  basic  needs  and  living 
expenses. 

Caseload  Trends.  The  Governor's 
Budget  proposes  $1.6  billion 
General  Fund  to  assist  approxi- 
mately 1,062,600  persons  eligible 
for  the  SSI/SSP  program.  The 
caseload  is  projected  to  increase  by 
2.5  percent  during  1996-97.  This 
caseload  projection  does  not  reflect 
any  policy  changes  resulting  from 
federal  welfare  reform  measures. 
The  SSI/SSP  caseload  has  increased 
by  an  average  of  35  percent  annu- 
ally since  1990-91,  while  California's 
population  has  increased  by  an 
average  of  1.7  percent  annually  over 
the  same  period.  Figure  HW-C 
provides  a  comparison  of  the  annual 
percentage  change  in  California's 
SSI/SSP  caseload  and  California's 
population.  Two-thirds  of  the  SSI/ 
SSP  caseload  consists  of  disabled 
persons;  31  percent  are  aged;  and, 
two  percent  are  blind. 

Table  HW-2  provides  a  comparison 
of  SSI/SSP  payment  standards  for 
California  and  the  nine  other  most 
populous  states.  As  this  table  shows, 
California's  SSI/SSP  payment  stan- 
dards are  the  highest  among  this 
group.  Nationally,  California  has  the 
third  highest  SSI/SSP  payment 
standard  among  the  50  states,  after 
Alaska  and  Connecticut.  In  FFY 
1994,  California  had  12  percent  of 
the  nation's  population,  but  ac- 
counted for  16  percent  of  all  SSI/SSP 
recipients,  21  percent  of  SSI/SSP 
expenditures,  and  64  percent  of  all 
SSP  expenditures  nationwide. 


1996-97  Program.  In  1996-97,  the 
budget  reflects  no  additional 
reductions  to  the  SSI/SSP  payment 
standards.  In  addition,  the  budget 
reflects  a  federal  cost-of-living 
adjustment  (COLA)  to  the  SSI 
portion  of  the  grants.  The  federal 
COLA,  effective  January  1,  1997,  will 
increase  the  SSI  portion  of  the  grant 
by  an  estimated  2.9  percent. 

1995-96  Grant  Reductions.  The 

continuing  growth  in  this  entitle- 
ment program  necessitated  the 
following  program  modifications  in 
1995-96.  As  noted  above,  California 
pays  the  highest  SSI/SSP  payment 
benefits  among  the  ten  most  popu- 
lous states.  Further,  the  number  of 
people  receiving  SSI/SSP  benefits  in 
California  has  increased  by  23 
percent  since  1990-91,  more  than 
double  the  State's  population  rate 


increase  of  1 1  percent  during  the 
same  period.  These  benefit  levels 
and  rapid  caseload  growth  have 
pushed  the  cost  of  the  SSI/SSP 
program  to  a  point  California  can 
no  longer  sustain. 

In  1995-96,  the  Administration  and 
the  Legislature  agreed  to  a  4.9- 
percent  across-the-board  benefit 
reduction,  and  a  4.9-percent  re- 
gional reduction  to  grants  for  those 
recipients  in  counties  in  which 
average  monthly  rent  costs  are 
below  $400  as  reported  in  the  1990 
Census  for  the  lowest  quartile. 
(Those  in  Non-medical  Out-of-Home 
Care,  Restaurant  Meal  Allowance 
category,  and  Title  XLX  medical 
facility  living  arrangements  are 
exempted.)  Anyone  whose  grant  is 
eliminated  because  of  other  income 
remains  eligible  for  Medi-Cal  at  no 
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Comparison  of  Payment  Standards  for  the 
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Living  Arrangement 
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Aid  Payment 
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States  " 
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California5'4' 

$596 

$1,066 

$649 

$1,240 

$565 

Texas" 

458 

687 

458 

687 
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New  York 

544 

790 

544 

790 

577 

Florida2' 
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458 

687 

303 

Pennsylvania 

490 

736 

490 

736 

403 

Illinois"3' 

458 

687 

458 

687 

367 

Ohio2'3' 

458 

687 

458 

687 

341 

Michigan 

472 

715 

472 

715 

459 

New  Jersey 

489 

712 

489 

712 

424 

North  Carolina 2' 

458 

687 

458 

687 

272 

"  In  descending  order  by  slate  population. 

"'  These  states  do  not  supplement  SSI  for  an  independent  living  arrangement  but  provide  other  supplements. 

*  These  states  do  not  have  a  standard  SSP  allowance.  Payments  are  based  upon  individual  needs  and  circumstances 

"  Slate  does  not  provide  optional  supplementation. 

51  For  California,  SSI/SSP  Payment  Standards  reflect  a  4.9  percent  reduction  effective  4/96  to  the  SSI/SSP  Standard.  Region  2  Payment  standards  (not 

shown)  are  proposed  to  be  reduced  an  additional  4.9  percent  on  4/96.  SSI/SSP  levels  for  all  other  states  are  as  of  1/1/95. 
''  For  California,  AFDC  reflects  a  23  percent  and  4.9  percent  reduction  effective  3/96.  Region  2  maximum  aid  payments  (not  shown)  are  proposed  to  be 

reduced  an  additional  4.9  percent  on  3/96.  AFDC  levels  for  all  olber  states  as  of  12/94. 
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cost  to  the  individual.  The  budget 
assumes  that  federal  legislation 
eliminating  the  current  maintenance 
of  effort  requirement  will  have  been 
enacted  in  time  for  these  payment 
standard  reductions  to  commence 
on  April  1,  1996. 

These  reductions  are  applied  to  the 
combined  SSI  and  SSP  grant. 
Savings,  however,  would  be  applied 
to  the  SSP  portion.  As  in  January 
1997,  there  will  be  a  federal  COLA 
applied  to  this  program  effective 
January  1,  1996.  After  adding  the 
1996  and  1997  federal  COLAs,  the 
combined  SSI/SSP  grant  for  aged 
and  disabled  individuals  would  be 
$610  in  Region  1  and  $582  in 
Region  2,  a  reduction  of  0.6  percent 
and  5.2  percent,  respectively,  from 
the  November  1995  level  of  $614. 
Similarly,  the  January  1997  com- 
bined grant  for  aged  or  disabled 
couples  would  be  $1,087  in  Region  1 
and  $1,035  in  Region  2,  a  reduction 
of  1.4  percent  and  6.1  percent, 
respectively,  from  the  November 
1995  level  of  $1,102. 

Welfare  Reform.  The  budget 
assumes  that  federal  welfare  reform 
legislation  revises  federal  eligibility 
criteria  for  SSI/SSP  by  barring 
current  noncitizen  recipients  from 
SSI/SSP  as  of  January  1,  1997.  In 
addition,  this  legislation  generally 
bars  aliens  entering  the  country 
after  the  date  of  enactment  from 
receiving  SSI/SSP  for  five  years.  After 
five  years,  these  individuals  would 
be  able  to  apply  for  SSI/SSP;  how- 
ever, the  resources  of  their  sponsors 
will  be  factored  into  the  grant 
calculation  until  the  applicants 
become  U.S.  citizens.  This  will  result 
in  reduced  costs  of  $95.8  million  in 
1996-97.  Because  the  federal 
government  determines  the  eligibil- 
ity criteria  for  SSI/SSP,  no  changes  to 
state  law  are  required  to  implement 
this  change  or  to  realize  these 
savings. 


Additionally,  the  budget  assumes  that 
federal  welfare  reform  legislation  will 
eliminate  the  individualized  func- 
tional assessment  (IFA)  as  a  basis  for 
eligibility  under  SSI/SSP  The  IFA  is 
used  to  determine  if  an  impairment 
limits  a  child  from  performing 
activities  appropriate  for  his  or  her 
age.  Even  after  elimination  of  the  IFA, 
children  with  physical  disabilities 
continue  to  be  eligible  to  receive 
benefits.  Again,  because  the  federal 
government  determines  the  eligibility 
criteria  for  SSI/SSP  no  changes  to 
state  law  are  required  to  implement 
this  change  or  to  realize  these  savings. 

For  a  further  discussion  see  the 
Federal  Block  Grant  section  of  the 
Budget  Summary. 

Children's  Programs 

Adoptions  Initiative.  The 

Governor's  Budget  provides  $7 
million  to  improve  the  statewide 
adoptions  system  by  removing 
barriers  that  keep  children  in  long- 
term  foster  care  and  impede  public 
agency  productivity.  Efforts  to  in- 
crease productivity  will  include 
training  and  technical  assistance  to 
county  agencies,  systems  improve- 
ments at  the  state  and  local  levels, 
and  the  promotion  of  public/private 
partnerships  for  increased  adoptions 
opportunities  for  children  in  long- 
term  foster  care.  Individual  county 
performance  agreements  also  will  be 
established  with  new  program 
funding  linked  to  increased  adop- 
tions. The  goal  of  the  Governor's 
Adoption  Initiative  is  to  find  adoptive 
families  for  an  additional  2,000 
children  per  year  who  would  other- 
wise be  without  families  or  in  long- 
term  foster  care. 

Child  Support  Court  Task  Force 
Initiative.  Early  establishment  of 
support  orders  is  critical  to  meeting  a  \ 
child's  basic  financial  needs  and 
decreasing  the  likelihood  the  child 
will  become  an  AFDC  recipient.  Full    • 


implementation  of  the  Statewide 
Automated  Child  Support  System 
(SACSS)  in  1996-97  will  greatly 
assist  the  prompt  and  consistent 
collection  of  child  support. 
Crowded  court  calendars  and  the 
current  system  for  establishing  child 
support  orders  by  superior  court 
judges  tend  to  cause  delays  in 
establishing  these  orders.  Therefore, 
the  Child  Support  Court  Task  Force 
was  established  to  review  the 
current  process  and  make  recom- 
mendations for  improving  the 
State's  system  for  establishing  and 
enforcing  child  support  orders. 
Funding  for  implementing  these 
recommendations  is  included  in  the 
Governor's  Budget. 

The  recommendations  include  the 
use  of  commissioners  or  referees  to 
hear  district  attorney  child  support 
cases  and  maintenance  of  a  child 
support  Information  and  Assistance 
Center.  It  is  expected  the  use  of  a 
commissioner/referee  system  will 
decrease  the  burden  on  trial  courts 
by  removing  child  support  cases 
from  judges'  calendars.  Streamlined 
court  procedures  and  forms  to 
create  a  more  uniform  and  easily 
accessible  system  will  be  implemented. 

Counties  will  be  provided  with 
funding  to  meet  increased  caseloads 
and  federal  regulations.  The 
Governor's  Budget  includes  $  19  million 
($6.5  million  General  Fund)  for  the 
first  six  months  of  implementation, 
which  is  expected  to  be  offset  by 
AFDC  General  Fund  recoupment  of 
$2.1  million  and  federal  fund 
recoupment  of  $2.2  million.  Coun- 
ties will  additionally  recoup  previ- 
ously expended  AFDC  funds  and 
will  receive  incentives  for  child 
support  collections.  Savings  are 
expected  to  fully  offset  costs  during 
the  first  full  year  of  implementation. 

Child  Protection  Block  Grant. 

Federal  Welfare  Reform  legislation 
will  have  included  block  grant 
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federal  funding  for  the  Child  Welfare 
Services,  Family  Preservation, 
Independent  Living,  and  the  Adop- 
tions programs.  In  FFY  1996,  the 
Child  Protection  Block  Grant 
provides  approximately  $1.9  billion 
nationwide  for  child  protection 
programs,  including  child  welfare 
services,  family  preservation  and 
family  support  services.  California's 
share  of  the  Child  Protection  Block 
Grant  for  state  fiscal  year  1996-97  is 
anticipated  to  be  $419-7  million. 
This  represents  a  decrease  com- 
pared to  the  federal  funding  Califor- 
nia would  have  received  under 
prior  federal  funding  ratios.  The 
Governor's  Budget  provides 
$31.6  million  to  make  up  the  State's 
share  of  the  federal  funding  reduc- 
tion in  the  Child  Welfare  Services, 
Family  Preservation,  Independent 
Living,  and  the  Adoptions  programs. 

Automation  Projects 

The  Health  and  Welfare  Agency  Data 
Center  (HWDC)  is  the  project 
manager  for  four  major  automation 
projects.  These  systems  will  assist  in 
the  administration  of  the  AFDC, 
Child  Welfare  Services  (CWS)  and 
Child  Support  programs,  and  will 
further  the  Administration's  goals  of 
providing  quality  services  as  effi- 
ciently as  possible  while  reducing 
long-term  costs. 

Statewide  Automated  Welfare 
System  (SAWS).  SAWS  automates 
welfare  eligibility  processes  and 
administrative  functions  for  the 
AFDC,  Food  Stamps,  Medi-Cal, 
Foster  Care,  Refugee  and  County 
Medical  Services  programs.  To 
provide  flexibility  to  counties,  the 
Budget  Act  of  1995  changed  SAWS 
from  a  single  system  to  multiple 
systems  consortia,  permitting 
counties  with  like  business  needs  to 
collaborate  on  system  planning, 
development,  implementation,  and 
maintenance. 


By  the  end  of  the  current  year,  all  14 
original  Interim  SAWS  (ISAWS) 
counties  will  have  fully  imple- 
mented ISAWS.  The  Governor's 
Budget  proposes  $15.8  million 
($10  million  General  Fund)  for 
expanding  ISAWS  to  20  new  coun- 
ties and  for  five  of  these  counties  to 
be  fully  implemented  by  the  end  of 
1996-97.  The  Governor's  Budget 
also  proposes  $14.4  million  ($4.5 
General  Fund)  for  the  continued 
development  and  implementation 
of  the  Los  Angeles  Eligibility  Auto- 
mated Determination,  Evaluation 
and  Reporting  System  (LEADER), 
and  $12.8  million  ($6.5  million 
General  Fund)  for  planning  and 
procuring  vendor  services  to 
develop  and  implement  both  the 
Welfare  Case  Data  System  (WCDS) 
and  the  fourth  unidentified  consortium. 

Statewide  Fingerprint  Imaging 
System  (SFIS).  To  reduce  multiple 
case  fraud  in  the  AFDC  and  Food 
Stamp  programs,  the  Governor's 
Budget  includes  $11.6  million 
($5.8  million  General  Fund)  for 
development  and  implementation 
of  SFIS  and  $11.7  million  ($5.6  mil- 
lion General  Fund)  in  AFDC  savings. 
Beginning  in  January  1997,  SFIS 
workstations  will  be  installed  in 
county  welfare  departments  or 
branch  offices. 

Statewide  Automated  Child 
Support  System  (SACSS).  Enforce- 
ment of  child  support  orders  will  be 
simplified  with  full  implementation 
of  SACSS  in  all  district  attorneys' 
offices  by  February  1997.  This 
statewide  database  will  enable 
district  attorneys  to  locate  absent 
parents,  share  case  information, 
enforce  support  orders  across 
county  lines,  and  more  readily 
collect  monthly  child  support 
payments.  Automating  collections  of 
child  support  will  help  ensure 
children  lead  healthier,  more 
productive  lives  and  allow  more 
families  to  avoid  welfare  dependency. 


Child  Welfare  Services/Case 
Management  System  (CWS/CMS). 
CWS/CMS  will  automate  tracking 
and  reporting  information  for  foster 
care  and  adoptions,  and  will  assist 
more  than  11,000  county  and  state 
staff  in  the  delivery  of  Child  Welfare 
Services  to  approximately  400,000 
children  per  year.  The  Governor's 
Budget  proposes  $65.7  million  for 
development  and  case  conversion. 
Delivery  of  CWS/CMS  equipment 
and  preliminary  automation  func- 
tions to  the  three  pilot  counties 
(Glenn,  Los  Angeles,  and  Santa 
Clara)  began  in  September  1995. 
Statewide  implementation  of  the 
base  system  is  expected  to  be 
completed  by  January  1997;  the  full 
system  will  be  completed  by 
October  1997. 

DEPARTMENT  OF  HEALTH 
SERVICES 

MedI'Cal 

Medi-Cal,  California's  Medicaid 
program,  is  an  entitlement  pro- 
gram: any  person  who  meets  the 
eligibility  criteria  established  by  law 
is  entitled  to  specifically  defined 
health  benefits.  Except  for  a  limited 
number  of  "state-only"  services, 
Medi-Cal  typically  receives  one-half 
of  its  funding  through  federal  Social 
Security  Act  Title  XLX  appropria- 
tions, with  the  balance  largely,  but 
not  exclusively,  furnished  by  the 
State's  General  Fund.  The  federal 
reimbursement  rate  for  California 
reflects  one  of  the  lowest  federal 
Medicaid  sharing  ratios  and  is 
similar  to  1 1  other  states,  including 
New  York,  Illinois,  Massachusetts 
and  New  Jersey. 

Congress  is  currently  considering 
significant  changes  in  the  federal 
Medicaid  program.  The  budget 
assumes  no  costs  or  savings  based 
on  the  revised  program  as  proposed 
in  the  federal  MediGrant  block  grant 
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because  this  federal  legislation  is 
still  being  negotiated. 

Expenditures.  Major  federal 
Medicaid  expansions,  beginning  in 


1986,  increased  annual  Medi-Cal 
spending  over  300  percent  by 
1993-94,  as  illustrated  in  Figures 
HW-D  and  HW-E.  Consistent  with 
the  flattening  of  growth  in  the  AEDC 


FIGURE  HW-D 


Bigibles 


Growth  of  Medi-Cal  Caseload  and  Costs, 
1986-87  through  1996-97 

(Eligible*  in  Millions;  Dollars  in  Billions) 


FIGURE  HW-E 


Growth  of  Medi-Cal  Costs 
1986-87  through  1996-97 

(Dollars  in  Millions;  Total  Funds0') 


Dollars  a/ 


a/  Local  assistance  funds.  Excludes  $2,1 99  million  ($977  million,  General  Fund)  one-lime  addition  for  accrual 
accounting  in  1991-92. 

NOTE:  1995-96  and  1 996-97  data  are  estimated.  Total  cost  includes  the  effect  of  SB  855  intergovernmental  transfers  and 
county  administrative  claiming  Federal  recoveries. 


'Indudestotol  amounts  projected  for  1995-96  ond  1996-97.  Indudeslhe  effect  olSB855  intergovernmental  fransfersbeginning  in  1991-92  and  county 

administrative  doiming  federal  recoveries  in  1992-93. 

In  1991  -92  a  one-time  adjustment  of  $2,1 99  million  was  made  in  moving  Medi-Cal  to  accrual  accounting.  This  additional  appropriation  is  not  shown  here. 
' 1993-94  indudeslederal  funds  of  $981  million  for  Medi-Cal  Administrative  QoimS;  the  Health  Care  Finonring  Administration  has  disallowed  most  of  these 

daims 


caseload,  sharp  annual  increases  in 
Medi-Cal  caseload  and  costs  have 
yielded  to  significandy  slower 
growth  curves.  In  1995-96,  total 
expenditures  for  Medi-Cal  local 
assistance  are  estimated  to  be 
$16.5  billion  ($6.1  billion  General 
Fund),  representing  a  reduction  of 
$20.8  million  General  Fund  cost  in 
comparison  with  the  1995  Budget 
Act  appropriation. 

For  1996-97,  Medi-Cal  local  assis- 
tance spending  is  projected  to  total 
$16.7  billion  ($6.2  billion  General 
Fund). 

Financial  comparisons  which  use 
total  Medi-Cal  funding  since  1991-92 
can  be  misleading  because  of 
donated  funds  and  intergovernmen- 
tal transfers  used  for  supplemental 
payments  to  hospitals  which  serve  a 
disproportionate  share  of  Medi-Cal 
or  other  low-income  patients.  For 
1995-96,  this  level  of  intergovern- 
mental transfers  has  been  reduced 
to  $725.7  million  to  comply  with 
provisions  of  Chapter  120,  Statutes 
of  1994  (AB  1040).  This  measure 
accelerated  one  quarter  of  FFY  1995 
funding  into  1994-95  to  offset  the 
hospital  specific  funding  limitation 
contained  in  OBRA  1993.  For 
1996-97,  these  transfers  return  to 
the  previously  budgeted  level  of 
approximately  $1.1  billion,  matched 
by  a  like  amount  from  the  federal 
government,  for  a  total  of  $2.2  billion 
in  supplemental  hospital  funding. 
The  return  to  the  higher  level  of 
funding  is  based  on  shifting  the 
payments  back  to  an  annualized 
payment  schedule. 

Some  programs,  such  as  the  Per- 
sonal Care  Option  that  is  allied  with 
In-Home  Supportive  Services  and 
local  mental  health  programs,  draw 
federal  Title  XTX  funds  through  the 
Medi-Cal  program,  but  their  non- 
federal matching  share  appears  in 
local  budgets  or  in  the  budgets  of 
other  state  agencies.  This  type  of 
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nonfederal  Medi-Cal  matching  will 
exceed  $900  million  in  1996-97  and 
is  not  included  in  the  program  totals 
shown  above. 

Caseload.  Currendy,  one  out  of 
every  six  Californians  is  eligible  for 
Medi-Cal.  As  indicated,  revised 
projections  show  a  slowing  growth 
trend  in  Medi-Cal  eligibles.  For 
1995-96,  the  average  monthly 
eligibility  is  5.5  million  people 
based  upon  the  most  current  data 
(see  Figure  HW-F).  The  projection 
in  May  1995  for  1995-96  was 
5.7  million  people.  The  revised 
projection  is  3.2  percent  lower  than 
the  previous  projection.  Further, 
growth  for  1996-97  is  projected  to 
be  only  1.8  percent  above  1995-96 
levels.  Table  HW-3  shows  federal 
Health  Care  Financing  Administra- 
tion (HCFA)  eligibility  and  expendi- 
ture data  from  FFY  1994  for  the  ten 
most  populous  states.  Table  HW-4 
shows  the  general  eligibility  thresh- 
olds for  Medicaid  as  employed  by 
the  ten  most  populous  states.  The 
tables  show  that,  despite 
California's  recent  recession,  the 
State's  Medi-Cal  program  continues 
to  provide  relatively  high  eligibility 
levels  (second  in  percent  of  total 
population  covered,  and  first  in 
eligibility  level  as  a  percentage  of 
the  federal  poverty  level). 

Benefits.  Medi-Cal  recipients  are 
entided  to  a  full  range  of  health 
services.  The  federal  government 
requires  states  participating  in 
Medicaid  to  provide  a  core  of  basic 
services  which  include:  physician, 
nurse  practitioner  and  nurse- 
midwife  services;  hospital  inpatient 
and  outpatient  services;  specified 
nursing  home  care;  laboratory  and 
X-ray  services;  home  health  care; 
and  early  and  periodic  screening, 
diagnosis  and  treatment  services  for 
children  to  age  21. 

In  addition,  the  federal  government 
provides  matching  funds  for  34 


FIGURE  HW-F 


Average  Monthly  Medi-Cal  Eligibles  as  a  Percentage  of 
California  Population 


Fiscal  Year 


TABLE  HW-5 


Medicaid  Provider  Payments  and 

Number  of  Recipients 

for  the  10  Most  Populous  States,  July  1994 


Medicaid  Provider 

Payments 

Medicaid  Recipients 

(Dollars  in  Mill 

ons) 

(Data  in 

Thousands) 

Percent  of 

Medicaid 

Number  of 

Jurisdictions 

Payments 

Percent  of 

Recipients 

July  1994 

FFY  1994* 

U.S.  Total 

FFY  1994* 

Population 

National  Total 

$108,270.1 

100.0 

35,053 

135 

California 

9,988.1 

9.2 

5,008 

15.9 

Texas 

6,140.7 

57 

2514 

13.7 

New  York 

18,730.6 

17.3 

2,908 

16.0 

Florida 

4,266.2 

3.9 

1,727 

12.4 

Pennsylvania 

4,224.0 

3.9 

1,255 

10.4 

Illinois 

4,825.7 

4.5 

1,441 

12.3 

Ohio 

4,995.0 

4.6 

1523 

13.7 

Michigan 

3,274.1 

3.0 

1,187 

125 

New  Jersey 

3,611.6 

3.3 

790 

10.0 

North  Carolina 

2,684.5 

25 

985 

13.9 

'Source:  Health  Care  Financing  Administration,  November  1 995 
excludes  state-only  payments  and  eligibles 
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TABLE  HW-4 


Medi-Cal  Eligibility  Levels  for  a  Family 
of  Three  in  the  10  Most  Populous  States 

AUGUST  1995 


AFDC 

Percent 

Medicaid 

Percent 

Eligibility 

of 

MN  Eligibility 

of 

Level 

Poverty 

Level 

Poverty 

S7,284 

57.9 

$11,208 

89.0 

2,208 

173 

3,204 

25.4 

6,924 

55.0 

9,600 

76.3 

3,636 

28.9 

3,636 

28.9 

5,052 

40.1 

5,604 

443 

4,404 

35.0 

5,904 

46.9 

4,092 

323 

— 

— 

6,612 

523 

6,804 

54.0 

5,316 

42.2 

7,092 

56.3 

6,528 

51.9 

4,404 

35.0 

$5,206 

41.3 

$6,384* 

50.7 

California 

Texas 

New  York 

Florida 

Pennsylvania 

Illinois 

Ohio 

Michigan 

New  Jersey 

North  Carolina 

10  State  Average 


Source:  National  Governor's  Association,1995;  "Excluding  Ohio 


optional  services  (e.g.,  out-patient 
drugs,  adult  dental,  optometry, 
hospice,  chiropractic,  and  occupa- 
tional therapy) .  While  all  states 
provide  some  optional  services, 
36  states,  including  California, 
provide  those  services  to  both 
medically  needy  and  categorically 
eligible  Medicaid  recipients.  The 
Medi-Cal  program  now  covers 
nearly  all  of  these  optional  services, 
which  according  to  HCFA,  is  sur- 
passed only  by  Indiana  (medically 
needy  recipients  only),  Minnesota 
and  Wisconsin.  Two  years  ago,  seven 
states  provided  more  services  than 
California.  Since  then,  a  number  of 
states  have  reassessed  the  range  of 
benefits  they  provide.  California's 
optional  benefits  total  in  1995  in 
comparison  with  the  ten  most 
populous  states  is  shown  in  Table 
HW-5.  As  discussed  below,  eight 
optional  services  are  proposed  for 
elimination  in  1996-97. 


Medical  costs  vary  considerably 
among  the  various  categories  of 
persons  eligible  for  Medi-Cal.  For 
example,  a  member  of  a  Medi-Cal 
family  eligible  for  AFDC  is  estimated 
to  incur  benefit  costs  of  $1,006  in  all 
of  1996-97,  whereas  a  disabled 
person  in  long-term  care  will  incur 
costs  exceeding  $4,472  each  month. 
These  differences  in  costs  are 
illustrated  in  Figure  HW-G. 

Managed  Care.  In  California,  the 
traditional  provision  of  Medi-Cal 
sen-ices  has  been  through  a  fee-for- 
service  system  of  health  care  deliv- 
ery. Under  this  predominant  system, 
qualified  providers  are  paid  for 
specific  services  as  they  are  ren- 
dered. As  an  alternative  to  the  fee- 
for-service  program,  the  Department 
of  Health  Services  also  administers 
capitated,  managed  health  care 
delivery  systems.  Since  1993,  the 
statutory  "default"  has  been 
changed  from  fee-for-service  to 
managed  care  in  those  situations  in 


TABLE  HW-5 


Number  of  Optional  Benefits 

Provided  by 
the  10  Most  Populous  States 


California 

Texas 

New  York 

Florida 

Pennsylvania 

Illinois 

Ohio 

Michigan 

New  Jersey 

North  Carolina 


Cash 

Medically 

Grant 

Needy 

Recipients 

Recipients 

29 

28 

22 

22 

26 

26 

22 

19 

21 

12 

26 

26 

25 

— 

27 

27 

28 

20 

21 

20 

which  a  Medi-Cal  beneficiary  does 
not  have  an  established  primary  care 
provider  relationship  and  a  man- 
aged care  option  is  available  in  his 
or  her  community.  Under  its  strate- 
gic plan,  Expanding  Medi-Cal 
Managed  Care,  the  Department  of 
Health  Services  envisions  increasing 
managed  care  enrollment  from  the 
roughly  1.1  million  beneficiaries 
forecast  for  1995-96  to  about 
3.2  million  beneficiaries  in  1996-97. 

The  Administration's  Medi-Cal 
Managed  Care  initiative  balances  the 
three  competing  priorities  of  cost, 
access  and  quality.  Though  managed 
care  will  not  produce  savings  in  the 
short  term,  it  is  a  comprehensive 
system  that  will  help  the  State 
control  costs  in  the  future  while 
promoting  access  to  health  care  for 
Californians  in  need  of  Medi-Cal 
services. 
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Program  Chances 

Federal  Funding  for  Illegal 
Immigrants.  Federal  immigration 
policy  and  the  provisions  of  OBRA 
1986  require  that  California  provide 
Medi-Cal  benefits  for  emergency 
services  and  deliveries  to  illegal 
immigrants.  Excluding  state  only 
programs,  total  costs  in  this  area  are 
$769  million  ($384  million  General 
Fund)  and  $787  million  ($394  mil- 
lion General  Fund)  in  1995-96  and 
1996-97,  respectively.  The  federal 
government  participates  by  provid- 
ing funds  at  the  federal  medical 
assistance  payment  (FMAP)  rate 
which  has  been  approximately 
50  percent  of  total  payments. 

The  FFY  1996  Budget  is  expected  to 
authorize  an  additional  $3-5  billion 
that  will  be  allocated  by  formula 
over  a  five-year  period  to  states 
which  have  had  the  greatest  number 
of  illegal  immigrants.  This  marks  the 
first  time  that  the  federal  govern- 
ment has  recognized  the  obvious 
burden  the  illegal  immigrant 


FIGURE  HW-C 


population  places  on  states  and  the 
federal  government's  responsibility 
for  funding  these  costs.  California, 
which  has  the  largest  number  of 
illegal  immigrants  of  any  state  and 
43  percent  of  the  nation's  illegal 
immigrants,  is  expected  to  receive 
$1.6  billion  over  the  next  five  years. 
This  translates  into  an  additional 
$215.7  million  in  1995-96  and 
$303.4  million  in  1996-97. 

State-Only  Prenatal  Services.  The 

Governor's  Budget  also  assumes 
that  prenatal  benefits  for  illegal 
immigrants,  although  authorized 
under  State  law,  will  be  discontin- 
ued as  of  March  1,  1996.  Similarly, 
no  new  long-term  care  benefits  will 
be  provided  to  illegal  immigrants  as 
of  that  date.  Federal  legislation 
enacting  federal  welfare  reform 
prohibits  states  from  providing 
public  benefits,  including  all  non- 
emergency medical  services,  to 
illegal  immigrants  unless  a  state 
chooses  to  reauthorize  these 
benefits  to  illegal  immigrants  after 
the  enactment  of  the  federal  law. 


Medi-Cal  Cost  by  Eligibility  Category 
1996-97 


Public  Assistance  (AFDC) 


Public  Assistance  (SSI/SSP) 


□  Category's  Percentage  of  Total  Benefit  Costs 

■  Eligibility  Category  as  Percentage  of  Average  Monthly 
Caseload 


— 


The  sanction  imposed  on  states 
continuing  to  provide  benefits  is 
loss  of  federal  welfare  reform  block 
grant  funds.  The  budget  assumes 
these  benefits  will  be  discontinued 
as  the  State  will  be  accepting  the 
federal  block  grant  funds. 

The  budget  proposes  state  legisla- 
tion to  reauthorize  services  to  illegal 
immigrants  currently  residing  in 
long-term  care.  No  other  non- 
emergency services  will  be  contin- 
ued for  others  illegally  living  in  the 
United  States. 

Federal  Funding  for  Legal 

Immigrants.  In  addition,  federal 
law  specified  that  legal  immigrants 
in  the  country  for  less  than  five 
years  are  ineligible  for  SSI/SSP 
effective  January  1,  1997.  This 
automatically  makes  this  population 
ineligible  for  full  scope  Medi-Cal 
benefits.  After  January  1,  1997  these 
immigrants  will  transition  to  Medi- 
Cal  Only  eligibility,  a  category  under 
which  they  will  only  qualify  for 
emergency  services  in  accordance 
with  the  federal  law  change.  Legal 
immigrants  qualifying  for  AFDC  cash 
benefits  will  continue  to  receive  full 
scope  Medi-Cal  benefits.  Though 
the  General  Fund  will  have  an 
overall  savings  as  a  result  of  comply- 
ing with  the  federal  legislation 
related  to  legal  immigrants,  the 
Medi-Cal  program  will  have  a  net 
increase  of  $5.5  million  General 
Fund  due  to  the  shifting  of  eligibility 
determination  and  administrative 
costs  from  the  Social  Security 
Administration  to  the  State. 

Eliminating  Alcohol  or  Drug 
Addiction  as  a  Disability.  Federal 
legislation  is  expected  to  revise  the 
definition  of  disability  to  not 
recognize  disabilities  based  on 
alcohol  or  drug  abuse.  Persons 
whose  only  basis  of  disability  is  drug 
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or  alcohol  addiction  will  become 
ineligible  for  SSI/SSP  and  Medi-Cal 
benefits.  The  effective  date  of  the 
proposed  legislation  is  expected  to 
be  January  1,  1997,  which  will  result 
in  six  months  of  savings  of  $5.7 
million  ($2.8  million  General  Fund). 

Continue  Drug  Rebates  and 
Revise  Medical  Supply  Fees.  The 

Administration  will  be  sponsoring 
legislation  to  continue  the  ten- 
percent  minimum  supplemental 
drug  rebate  program  that  currendy 
sunsets  June  30,  1996.  This  pro- 
gram generates  $34.5  million  in 
General  Fund  savings  and  repre- 
sents a  critical  component  of  the 
overall  Medi-Cal  cost  containment 
strategy.  Revisions  will  also  be 
proposed  to  the  current  formula  for 
determining  drug  ingredient  costs. 
This  change  will  more  closely 
approximate  actual  drug  acquisition 
costs  by  pharmacies.  In  addition, 
amendments  will  be  proposed  to 
revise  the  reimbursement  rates  for 
pricing  medical  supplies  and 
deleting  the  requirement  that  the 
medical  supplies  list  be  codified  in 
regulation.  This  will  allow  faster 
updating  of  the  list  and  provide 
better  utilization  controls.  The 
1996-97  savings  related  to  these 
changes  is  estimated  to  be  $18.1 
million  General  Fund  in  addition  to 
the  $34.5  million  supplemental  drug 
rebate  program  savings. 

Reduction  in  Distinct  Part  Nurs- 
ing Facility  Costs.  Medi-Cal's  long- 
term  care  program  includes  both 
freestanding  nursing  facilities  and 
distinct  part  (DP)  nursing  facilities 
which  are  adjoined  to  an  acute  care 
hospital.  DP  facilities  account  for 
more  than  $280  million  of  the  total 
Medi-Cal  long-term  care  budget  of 
$2.2  billion.  The  services  in  both 
freestanding  and  DP  are  virtually  the 
same,  although  the  patient  cost  in  a 
freestanding  facility  ranges  from  $73 
to  $92  per  day  while  the  cost  in  a 
DP  facility  ranges  from  $100  to  $215 


per  day.  To  reduce  the  significandy 
higher  cost  associated  with  the  DP 
facilities,  the  budget  proposes  to 
reduce  daily  rates  in  the  higher  cost 
faculties  by  20  percent  for  a  General 
Fund  savings  of  $25.7  million. 

Federal  Liaison  Project  (Airport 
Investigators).  The  Audits  and 
Investigations  Division  has  estab- 
lished a  joint  project  with  the 
Immigration  and  Naturalization 
Service  to  screen  entrants  to  deter- 
mine if  they  are  currendy  eligible  for 
Medi-Cal,  or  have  had  previous 
eligibility.  Being  a  public  charge  is  a 
violation  of  their  visa  privileges  for 
which  they  can  be  denied  entry.  The 
pilot  project  has  been  tested  at  the 
Los  Angeles  International  Airport 
and  with  Central  American  consu- 
lates or  embassies  in  foreign  coun- 
tries to  identify  Medi-Cal  recipients 
who  are  seeking  reentry  to  a  Califor- 
nia port  of  entry.  The  pilot  project 
has  proven  effective  and  will  be 
expanded  to  obtain  visa  information 
from  additional  American  embas- 
sies. Though  the  project  will  be 
implemented  in  1996-97,  annual 
General  Fund  savings  of  $8. 1  million 
will  not  be  achieved  until  the 
following  year  when  the  project  is 
operational  for  a  full  twelve  months. 

Medi-Cal  Optional  Benefits/Co- 
payments.  The  range  of  benefits 
provided  under  the  Medi-Cal 
program  significandy  exceeds  those 
benefits  provided  under  a  commer- 
cially available  health  insurance 
program.  The  Governor's  Budget 
proposes  a  savings  of  $78  million 
($39  million  General  Fund)  by 
eliminating  certain  federally  op- 
tional Medicaid  benefits — psychol- 
ogy, chiropractic,  podiatry,  indepen- 
dent rehabilitation  centers,  acu- 
puncture, medical  supplies,  speech 
and  audiology  services,  and  non- 
emergency medical  transportation. 
Eliminating  these  benefits  is  the  first 
step  toward  conforming  Medi-Cal  to 
the  type  of  coverage  provided  by 


most  commercial  health  care  plans. 
These  services  will  continue  to  be 
provided  for  children  under  age  21, 
persons  in  long-term  care,  and 
persons  with  developmental  dis- 
abilities. To  further  mirror  the 
features  of  a  commercial  plan,  the 
remaining  Medi-Cal  services  are 
proposed  to  be  subject  to  federally 
allowable  co-payments  which  will 
result  in  a  nine-month  General 
Fund  reduction  of  $23  million. 

Beverly  Community  Hospital 
Lawsuit.  This  class  action  lawsuit 
was  filed  by  hospitals  providing 
inpatient  hospital  services  to 
persons  who  qualify  as  both  Medic- 
aid and  Medicare  beneficiaries. 
These  persons  are  considered 
"dually  eligible"  if  they  meet  the 
qualifications  for  both  Medicaid 
(Medi-Cal)  and  Medicare,  or  are 
granted  eligibility  by  specific  en- 
hanced eligibility  criteria  included 
in  federal  law.  Medi-Cal  currendy 
does  not  fully  reimburse  providers 
for  Medicare  Part  A  (hospital  inpa- 
tient coinsurance  and  deductible 
costs)  when  the  Medicare  reim- 
bursement is  higher  than  the  Medi- 
Cal  reimbursement  rate  for  the  same 
service.  The  federal  court  has  issued 
a  court  order  granting  summary 
judgment  to  the  plaintiffs  which 
requires  Medi-Cal  to  pay  certain  co- 
payments  and  deductibles.  This  will 
result  in  additional  costs  of  $74  million 
($37  million  General  Fund)  in 
1995-96  and  $140  million  ($70 
million  General  Fund)  in  1996-97. 
The  State  is  appealing  this  court 
order. 

Public  Health 

The  1996-97  Governor's  Budget  will 
continue  to  reflect  choices  in  health 
care.  While  funding  is  being  reduced 
from  Medi-Cal,  the  budget  reflects 
significant  investments  in  a  variety 
of  program  areas  designed  to  build 
upon  the  prevention  agenda 
initiated  by  this  Administration.  The 
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budget  continues  to  reflect  in- 
creased investments  in  preventive 
services  for  vulnerable  populations, 
namely  low-income  women  and 
children. 

Unwed  and  Teenage  Pregnancy 
Prevention.  Prevention  has  been 
the  cornerstone  of  the  Administ- 
ration's support  for  health  and 
welfare  programs,  and  teen  preg- 
nancy prevention  has  been  a  key 
component  of  this  effort.  California 
has  launched  aggressive  and  multi- 
faceted  efforts,  including  statewide 
abstinence  programs,  increased 
funding  for  clinical  services,  strong 
promotion  of  male  responsibility  in 
teen  pregnancy  prevention,  and  a 
statewide  media  campaign.  This 
budget  proposes  an  additional 
$71  million  to  expand  efforts  in  the 
following  areas: 

■*■  $34  million  will  be  made  avail- 
able for  matched  community 
challenge  grants  to  encourage 
innovative  and  relevant  local 
solutions  to  the  problem  of 
unwed  and  teenage  pregnancy 
and  the  associated  problems  of 
alcohol  and  drug  use,  school 
failure,  gangs  and  violence. 
Communities  will  be  asked  to 
form  collaborative  partnerships 
with  appropriate  local  agencies, 
businesses,  schools,  religious 
groups  and  local  government 
agencies  to  develop  local  com- 
munity strategic  plans  and 
programs.  State  funding  will  be 
matched  with  private  sector 
resources  provided  by  local 
businesses,  church  groups,  or 
others  within  the  community. 


$6  million  for  a  total  of  $8.4  million 
will  be  provided  to  expand  the 
"vertical  prosecution"  program 
on  a  statewide  basis.  This  program, 
established  in  16  counties  in 
1995-96,  provides  district  attor- 


neys with  additional  resources  to 
prosecute  statutory  rape  cases. 

•*■  $20  million  will  be  made  avail- 
able to  provide  contraceptive 
services  to  low-income  women 
who  have  incomes  up  to  200 
percent  of  the  federal  poverty 
level.  The  service  will  be  imple- 
mented through  a  state-only 
Medi-Cal  family  planning  pro- 
gram. These  funds  will  augment 
funding  of  $23  million  (full-year 
funding  of  $46  million  in  1997-98) 
to  be  redirected  from  current 
Office  of  Family  Planning  clinical 
services. 

■*•  $10  million  ($5  million  redi- 
rected from  Education  Now  and 
Babies  Later  Program  resources) 
and  $5.7  million  base  media 
funding  to  support  a  $15.7  million 
statewide  media  campaign  to 
raise  public  awareness  about  the 
problem  of  unwed  and  teenage 
pregnancy.  This  multimedia 
campaign  will  emphasize  the 
positive  health  aspects  of  family 
planning  and  the  negative  health 
aspects  of  unwed  unplanned 
pregnancy. 

■*■  $  1  million  will  be  made  available 
to  contract  for  the  development 
of  an  abstinence  until  marriage- 
based  curriculum  which  will  be 
implemented  as  a  demonstration 
project  in  several  at-risk  commu- 
nities and  be  evaluated  for  its 
effectiveness  in  reducing  teen 
pregnancy. 

Domestic  Violence  Prevention. 

The  budget  continues  $11.5  million 
for  shelter-based  services  estab- 
lished under  the  Battered  Women 
Protection  Act  of  1994.  The  program 
currently  provides  direct  services 
through  grants  to  shelters  statewide. 
The  Governor's  Budget  also  pro- 
poses an  additional  $5  million 
($3  million  for  a  media  campaign 
and  $2  million  to  be  provided  for 


community  interventions)  for  a 
comprehensive  Domestic  Violence 
Prevention  Program  that  will  use 
prevention  strategies  to  achieve  the 
following  objectives: 

■*■  Raise  the  public's  awareness  of 
the  seriousness  of  domestic/ 
family  violence. 

■*■  Denormalize  the  social  accep- 
tance of  violence. 

■*■  Emphasize  learning  skills  for 
resolving  family  conflicts,  includ- 
ing resolution  and  crisis  manage- 
ment. 

■*■  Strengthen  statewide  domestic 
violence  reporting  systems. 

PROPOSITION  99:  THE 

TOBACCO  TAX  AND  HEALTH 

PROTECTION  ACT  OF  1988 

The  Governor's  Budget  reflects 
expenditures  from  the  Cigarette  and 
Tobacco  Products  Surtax  Fund 
(CTPSF)  consistent  with  those 
recently  reauthorized  for  the  last 
two  fiscal  years  in  Chapter  195, 
Statutes  of  1994  (AB  816),  as 
amended  by  Chapter  194,  Statutes 
of  1995  (SB  493).  Tables  HW-6,  HW- 
7,  and  HW-8  display  the  CTPSF 
revenues  and  expenditures  for  fiscal 
years  1994-95, 1995-96,  and  1996-97. 

For  1995-96,  revenues  are  estimated 
to  be  $444.3  million.  Revised 
expenditures  reflect  minor  caseload 
adjustments  for  the  Child  Health 
and  Disability  Prevention  Program 
(CHDP)  and  a  $7.4  million  augmen- 
tation from  the  Unallocated  Account 
to  maintain  full  support  for  CHDP 
in  response  to  recent  litigation. 
Court  orders  now  pending  appeal 
denied  a  significant  portion  of  the 
CTPSF  funding  for  this  priority 
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TABLE  HW-6 


Revenues: 


Board  of 
Equalization 


Health 
Education 
Account 


Cigarette  and  Tobacco  Products  Surtax  Fund 
Revenues  and  Expenditures  - 1994-95  Actual 


Hospital 
Services 

Account 


(Dollars  in  Thousands) 

Physicians' 
Services 
Account 


Research 
Account 


Public 
Resources 

Account 


Unallocated 
Account 


Total 


Beginning  Balance 

Prior  Year  Adjustment 

Revenues 

Interest 

Total  Revenues 


$898 


$24,939 
2,223 

92,880 
2,455 


$122,497 


$3,011 

1,122 

162,541 

503 


$167,177 


$2,083 

663 

46,440 

72 


$49,258 


$21,992 

388 

23,220 

937 


$46337 


$3,889 
750 

23,220 
247 


$28,106 


$10,210 

3,422 

116,101 

341 


$109,654 


$45,704 
8,568 

465,300 
4,555 


$524,127 


Transfers: 


Access  for  Infants  and 

Mothers 
Major  Risk  Medical  Insurance 

Program 

Habitat  Conservation  Fund 
Total  Transfers 

Total  Resources 

Expenditures: 

Department  of  Health  Services 
Department  of  Education 
University  of  California 
Secretary  for  Resources 
Tahoe  Conservancy 
California  Conservation  Corps 
Forestry  and  Fire  Protection 
Fish  and  Game 
Parks  and  Recreation 
Dept.  of  Water  Resources 
Water  Resources  Control  Board 
Board  of  Equalization 
Direct  Pro  Roto  Charges 
Total  Expenditures 

Reserve 


$898 


$898 


— 

•$4,939 

-$13,676 

— 

— 

-$39,000 

-$57,615 

— 

-18,000 

-11,000 

— 

— 

-1,000 

-30,000 

— 

— 

— 

— 

-3,508 

-11,631 

-15,139 

$0 

-$22,939 

-$24,676 

So 

-$3,508 

-$51,631 

-$102,754 

$122,497 

$144,238 

$24,582 

$46,537 

$24,598 

$58,023 

$421373 

$41,004 

$133,440 

$20,248 

$2,036 

$50,612 

$247,340 

18,791 

— 

— 

— 

— 

260 

19,051 

z 

z 

z 

3,650 

8 

— 

3,650 
8 

— 

— 

— 

— 

79 
234 

— 

79 
234 

— 

— 

— 

— 

331 

— 

331 

— 

— 

— 

— 

6,914 

— 

6,914 

— 

— 

— 

— 

11,732 

— 

11,732 

— 

— 

— 

— 

2,068 

— 

2,068 

— 

— 

— 

— 

775 

— 

775 
898 
371 

99 

20 



47 



205 

$59,894 

$133,460 

$20,248 

$5,733 

$22,141 

$51,077 

$293,451 

$62,603 

$10,778 

$4,334 

$40,804 

$2,457 

$6,946 

$127,922 

preventive  health  program.  Higher- 
than-anticipated  revenues  are 
available  to  allow  this  augmentation 
without  impact  to  county  indigent 
health  or  other  services  funded 
from  the  CTPSF. 

For  1996-97,  estimated  revenues 
will  decline  to  $436.1  million.  The 
Governor's  Budget  assumes  the 
enactment  of  legislation  to  continue 
the  authorization  of  programs 
supported  by  the  CTPSF  for  one 


year.  The  budget  also  proposes 
Budget  Act  appropriations  to 
maintain  the  1995-96  funding  level 
for  these  programs.  Pending  deci- 
sions by  the  Appellate  Court,  the 
budget  reflects  the  revenue  alloca- 
tions and  program  funding  levels 
similar  to  those  contained  in 
Chapter  194,  Statutes  of  1995 
(SB  493)-  Revenues  are  sufficient  to 
support  caseload  adjustments  for 
the  CHDP  program  without  pro  rata 


or  other  reductions  to  other 
programs  funded  by  the  CTPSF. 

DEPARTMENT  OF  MENTAL 
HEALTH 

Sexually  Violent  Predator  Civil 
Commitments.  As  part  of  the 
Administration's  continued  commit- 
ment to  public  safety,  the 
Governor's  Budget  includes  both 
1995-96  and  1996-97  funding  to 
implement  the  Sexually  Violent 
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TABLE  HW-7 


Cigarette  and  Tobacco  Products  Surtax  Fund 
Revenues  and  Expenditures  - 1995-96  Revised 


(Dollars  in  Thousands) 

Health 

Hospital 

Physicians' 

Public 

Board  of 

Education 

Services 

Services 

Research 

Resources 

Unallocated 

Revenues: 

Equalization 

Account 

Account 

Account 

Account 

Account 

Account 

Total 

Beginning  Balance 

$62,603 

$10,778 

$4,334 

$40,804 

$2,457 

$6,946 

$127,922 

Revenues 

$880 

88,684 

155,197 

44,342 

22,171 

22,171 

110,855 

444,300 

Interest 

— 

2,700 

725 

75 

1300 

150 

100 

5,250 

Total  Revenues 

$880 

$153,987 

$166,700 

$48,751 

$64,475 

$24,778 

$117,901 

$577,472 

Transfers: 

Access  for  Infants  and 

Mothers 

— 

— 

-$4,939 

-$13,676 

— 

— 

-$39,000 

-$57,615 

Major  Risk  Medical  Insurance 

Program 

— 

— 

-18,000 

-11,000 

— 

— 

-1,000 

-30,000 

Habitat  Conservation  Fund 

— 

— 

— 

— 

— 

-3,402 

-11,096 

-14,498 

Total  Transfers 

$0 

$0 

-$22,939 

-$24,676 

$0 

-3,402 

-$51,096 

$102,113 

Total  Resources 

$880 

$153,987 

$143,761 

$24,075 

$64,475 

$21,376 

$66,805 

$475,359 

Expenditures: 

Department  of  Health  Services 

— 

$35,948 

$129,140 

$18,498 

$1,696 

— 

$65,030 

$250,312 

Deportment  of  Education 

— 

16,757 

— 

— 

— 

— 

313 

17,070 

University  of  California 

— 

— 

— 

— 

4,000 

— 

— 

4,000 

California  Conservation  Corps 

— 

— 

— 

— 

— 

$237 

— 

237 

Forestry  and  Fire  Protection 

— 

— 

— 

— 

— 

323 

— 

323 

Fish  and  Game 

— 

— 

— 

— 

— 

6,311 

— 

6,311 

Parks  and  Recreation 

— 

— 

— 

— 

— 

11,325 

— 

11,325 

Water  Resources  Control  Board 

— 

— 

— 

— 

— 

761 

— 

761 

Board  of  Equalization 

$880 

— 

— 

— 

— 

— 

— 

880 

Direct  Pro  Rata  Charges 

— 

87 

28 

3 

48 

— 

126 

292 

Total  Expenditures 

$880 

$52,792 

$129,168 

$18,501 

$5,744 

$18,957 

$65,469 

$291311 

Reserve 

— 

$101,195 

$14393 

$5374 

$58,731 

$2,419 

$1,336 

$183,848 

Predator  program  (Chapter  763, 
Statutes  of  1995).  Under  this 
program,  the  Department  of  Mental 
Health  (DMH),  in  cooperation  with 
the  California  Department  of 
Corrections  (CDC)  and  the  Board  of 
Prison  Terms  (BPT),  identifies  and 
treats  Sexually  Violent  Predators 
(SVPs)  to  help  protect  the  public 
from  further  crime  and  violence  by 
these  persons. 

Although  legislation  was  enacted  in 
1994  to  put  dangerous  sexual 
predators  in  prison  for  25  years  to 


life,  sexual  offenders  who  were 
already  in  prison  were  automati- 
cally released  from  prison  at  the 
end  of  their  term,  even  if  they 
were  still  dangerous.  The  Adminis- 
tration-sponsored SVP  statute 
provides  a  solution  to  this  prob- 
lem. The  law  provides  authority  to 
detain  and  treat  SVPs  who  have 
been  convicted  of  sexually  violent 
offenses  against  two  or  more 
victims  and  who,  because  of  a 
mental  disorder,  are  likely  to  re- 
offend once  they  are  released  from 
prison.  If  a  jury  determines  that 


the  offender  is  a  danger  to  the 
health  and  safety  of  others  and  is 
likely  to  engage  in  sexually  violent 
criminal  behavior  if  released,  the 
offender  is  committed  to  DMH  for 
treatment  for  two  years.  An  SVP  may 
be  recommitted  or,  when  it  is 
determined  the  person's  mental 
disorder  has  changed  so  that  the 
person  is  no  longer  likely  to  commit 
acts  of  sexual  violence,  the  person  is 
released. 

The  SVP  civil  commitment  and 
treatment  program  benefits  the 
public  by: 
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TABLE  HW-8 


Cigarette  and  Tobacco  Products  Surtax  Fund 
Revenues  and  Expenditures  - 1996-97  Estimated 


(Dollars  in  Thousands) 

Health 

Hospital 

Physicians' 

Public 

Board  of 

Education 

Services 

Services 

Research 

Resources 

Unallocated 

Revenues: 

Equalization 

Account 

Account 

Account 

Account 

Account 

Account 

Total 

Beginning  Balance 



$101,195 

$14,593 

$5,574 

$58,731 

$2,419 

$1,336 

$183,848 

Revenues 

$945 

43,516 

152,303 

97,910 

4,352 

21,758 

115,316 

436,100 

Interest 

— 

3,000 

500 

75 

1,500 

150 

350 

5,575 

Total  Revenues 

$945 

$147,711 

$167,396 

$103,559 

$64483 

$24,327 

$117,002 

$625323 

Transfers: 

Access  for  Infants  and  Mothers 

— 



-$4,939 

-$14,561 





-$39,000 

-$58300 

Major  Risk  Medical  Insurance 

— 

— 

-18,000 

-11,000 

— 

— 

-1,000 

-30,000 

Habitat  Conservation  Fund 

— 

— 

— 

— 

— 

-3,992 

-11,567 

-15,559 

Total  Transfers 

— 

— 

-$22,939 

-$25361 

$0 

-$3,992 

-$51367 

-$104,059 

Total  Resources 

$945 

$147,711 

$144,457 

$77,998 

$64,583 

$20,335 

$65,435 

$521,464 

Expenditures: 

Department  of  Heahti  Services 

— 

$35,948 

$129,140 

$67,792 

$1,696 



$63,355 

$297,931 

Department  of  Education 

— 

17,070 

— 

— 

— 

— 

— 

17,070 

University  of  California 

— 

— 

— 

— 

4,000 

— 

— 

4,000 

California  Conservation  Corps 

— 

— 

— 

— 

— 

$237 

— 

237 

Forestry  and  Fire  Protection 

— 

— 

— 

— 

— 

323 

— 

323 

Fish  and  Game 

— 

— 

— 

— 

— 

6,027 

— 

6,027 

Parks  and  Recreation 

— 

— 

— 

— 

— 

11355 

— 

11355 

Water  Resources  Control  Board 

— 

— 

— 

— 

— 

766 

— 

766 

Board  of  Equalization 

$945 

— 

— 

— 

— 

— 

— 

945 

Direct  Pro  Rata  Charges 

— 

577 

21 

5 

205 

— 

— 

808 

Total  Expenditures 

$945 

$53,595 

$129,161 

$67,797 

$5,901 

$18,908 

$63,355 

$339,662 

Reserve 

— 

$94,116 

$15,296 

$10,201 

$58,682 

$1,427 

$2,080 

$181,802 

■*•  Targeting  felons  likely  to  continue 
sexual  violence  following  release 
from  prison  by  providing  mental 
health  treatment  until  they  no 
longer  pose  a  threat  to  society. 

•*"  Enhancing  public  safety  by 
responding  to  the  public's 
concerns  about  releasing 
society's  worst  criminals  back 
into  the  community. 

The  Governor's  Budget  provides 
$11.7  million  in  1995-96  and  $22 
million  in  1996-97  for  DMH  to  treat 
SVPs.  The  program  provides  SVPs 


the  opportunity  for  mental  health 
treatment  and  ensures  society  is 
protected  from  dangerous  repeat 
sex  offenders.  (See  the  Public 
Safety  Chapter  for  discussion  of 
the  CDC  and  BPT  programs.) 


DEPARTMENT  OF 

DEVELOPMENTAL  SERVICES/ 

DEPARTMENT  OF  MENTAL 

HEALTH 

Future  of  State  Hospitals  and 
Developmental  Centers.  The 

number  of  clients  in  the  Depart- 
ment of  Developmental  Services 
(DDS)  developmental  centers  (DCs) 
has  declined  by  more  than  2,800 
since  1990-91,  reflecting  a  policy  of 
placement  in  the  community  and 
the  impact  of  the  1994  Coffelt 
settlement  agreement.  The  intent  of 
the  agreement  is  to  increase  the 
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availability  of  high-quality,  stable, 
and  integrated  community  living 
arrangements  for  persons  with 
developmental  disabilities  and 
reduce  the  DC  population  by  2,000 
residents  over  a  five-year  period. 
Due  to  the  population  decline,  the 
Legislature  approved  the 
Administration's  1995-96  plan  for 
the  closure  of  the  Stockton  DC.  The 
facility  is  scheduled  to  close  in 
February  1996. 

During  the  same  period,  the  num- 
ber of  judicial  and  penal  code 
commitments  to  Department  of 
Mental  Health  (DMH)  facilities  has 
increased  by  approximately  700 
while  the  number  of  Lanterman- 
Petris-Short  patients  has  declined  by 
more  than  1,100.  The  overall 
reduction  of  about  3,200  clients  in 
the  DMH  and  DDS  facilities  requires 
continued  consolidation  of  facilities 
in  order  to  remain  efficient  and  cost 
effective.  During  1995-96,  both 
DMH  and  DDS  established  advisory 
committees  to  evaluate  options  for 
the  future  use  of  institutions. 

The  central  objectives  of  the  DMH 
advisory  committee  were  to  ensure 
the  continued  availability  of  state 
hospital  services  in  both  Northern 
and  Southern  California,  and  to 
provide  those  services  in  the  most 
cost-effective  manner  possible. 
Closure  of  a  DMH  facility  is  not 
appropriate  at  this  time  because,  in 
addition  to  having  a  smaller  popula- 
tion decline  than  DDS,  DMH  must 
provide  security  housing  at  Metro- 
politan State  Hospital  (MSH)  for 
approximately  350  patients  dis- 
placed for  three  years  by  the  fire 
and  life  safety  remodeling  of  Build- 
ing 70  at  Patton  State  Hospital.  (The 
Governor's  Budget  provides 
$14.8  million  in  capital  outlay  funds 
for  the  Patton  remodeling,  $3  million 
in  capital  outlay  funds  for  security 
fencing  at  MSH,  and  $2.1  million  for 
security  staffing  at  MSH.) 


Continuing  population  declines  in 
the  DC  system  necessitated  that  the 
DDS  advisory  committee  focus  on 
facility  closures.  Among  the  criteria 
identified  by  the  DDS  advisory 
committee  for  determining  priori- 
ties for  closure  were  the  following: 

•*•  Impact  the  fewest  residents  and 
families. 

■*•  Build  on  a  proven  ability  to 
create  community  options. 

■*■  Retain  the  capacity  of  develop- 
mental centers  to  serve  a  full 
range  of  client  needs. 

•*■  Avoid  future  capital  and  compli- 
ance expenditures. 

"*■  Maximize  the  return  from  the 
sale  or  lease  of  property. 

Based  on  these  criteria,  the  DDS 
advisory  committee  recommends 
the  closure  of  Camarillo  Develop- 
mental Center  and  State  Hospital  in 
1996-97.  Reports  to  the  Legislature 
on  the  findings  and  recommenda- 
tions of  both  the  DDS  and  DMH 
advisory  committees  will  be  made 
available  shortly  after  release  of  the 
Governor's  Budget. 

The  Administration  is  developing  a 
plan  for  DMH  and  DDS  to  phase-out 
their  use  of  Camarillo  in  1996-97. 
The  plan  will  take  into  consider- 
ation the  best  interests  and  prefer- 
ences of  the  clients  currently 
residing  at  Camarillo.  The  plan  will 
identify  the  proposed  placement 
options  available  for  all  clients, 
including  community  placement  as 
well  as  transfer  to  other  DCs  and 
state  hospitals.  The  plan  will  also 
address  the  most  constructive  use  of 
Camarillo  once  DDS  and  DMH  have 
vacated  the  facility.  Pursuant  to 
existing  law,  the  Administration  will 
forward  a  detailed  plan  for  the 
closure  of  Camarillo  to  the  Legisla- 
ture by  April  1,  1996. 


DEPARTMENT  OF  COMMUNITY 
SERVICES  AND  DEVELOPMENT 

California  Mentor  Initiative.  In 

June  1995,  the  Governor,  respond- 
ing to  the  crisis  of  absent  fathers  in 
our  nation's  families,  issued  an 
Executive  Order  creating  the 
California  Mentor  Initiative.  The 
initiative  builds  on  previous  actions 
taken  by  the  Administration  to 
increase  the  availability  of  mentors, 
such  as  the  School  Partnership 
Program  at  the  Employment  Devel- 
opment Department  and  the 
Franchise  Tax  Board,  the  Share  the 
Path  Program  at  CDC,  the  Volun- 
teers in  Parole  Program  at  the 
California  Youth  Authority  (CYA), 
and  the  Family  Self-Sufficiency 
Program  at  the  Department  of 
Community  Services  and  Develop- 
ment. 

The  budget  proposes  $1.25  million 
federal  funds  in  the  current  year 
and  $10.1  million  of  additional 
General  Fund  in  the  budget  year  to 
continue  the  California  Mentor 
Initiative  through  the  Department  of 
Community  Services  and  Develop- 
ment and  CYA.  The  $7  million 
General  Fund  proposal  for  1996-97 
for  the  Deparment  of  Community 
Services  and  Development  is  to  be 
used  to  recruit,  train  and  place 
250,000  mentors  with  at-risk  youth. 
The  objective  of  the  program  is  to 
assist  youths,  especially  those  living 
in  fatherless  families,  to  become 
productive  members  of  society  and 
reduce  juvenile  crime,  teen  preg- 
nancy, gang  association  and  the 
school  dropout  rate.  The  program 
will  be  transitioned  to  community 
services  agencies  operating  with 
private  sector  funding  in  1997-98 
(see  the  Public  Safety  Chapter  for 
discussion  of  the  CYA  program). 
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EMPLOYMENT  DEVELOPMENT 
DEPARTMENT 

Job  Training  Partnership  Act  and 
Job  Services  Programs.  The 

budget  reflects  an  estimated  federal 
fund  reduction  of  $264.9  million  for 
the  Job  Training  Partnership  Act  and 
Job  Services  Programs,  based  on  the 
pending  federal  appropriations 
legislation.  The  budget  assumes  the 
highest  funded  level  from  the  House 
and  Senate  versions  of  the  appro- 
priation bills,  and  reduces  funding 
for  these  programs  by  $264.9  million 
from  $1.1  billion  to  $868.9  million. 
The  Employment  Development 
Department  allocates  these  funds  to 
local  service  delivery  areas  which 
provide  counseling,  testing,  training 
and  job  development.  These 
programs  target  displaced  workers, 
veterans,  older  individuals,  and 


youth  and  adults  needing  training 
to  enter  the  labor  market.  It  is 
estimated  that  Job  Services  Programs 
will  be  reduced  by  $92  million, 
programs  for  displaced  workers  by 
$39  million,  summer  youth  programs 
by  $136  million,  and  other  adult 
and  youth  programs  by  $80.7  million. 
An  estimated  144,000  fewer  clients 
will  receive  services. 

STATE-LOCAL  REALIGNMENT 

In  1991-92,  funding  and  responsibil- 
ity for  a  number  of  health,  mental 
health,  and  social  services  programs 
were  transferred  from  the  State  to 
the  counties  under  the  State-Local 
Realignment  initiative.  Chapter  89, 
Statutes  of  1991,  established  the 
Local  Revenue  Fund  to  receive  the 
revenues  from  a  new  one-half  cent 


sales  tax  and  an  increase  in  motor 
vehicle  license  fees. 

Total  realignment  revenues  for 
1995-96  are  estimated  to  be  $2.4  bil- 
lion which  includes  $1.6  billion  in 
sales  tax  and  $788  million  in  vehicle 
license  fees;  after  base  funding, 
$  13 1  million  will  be  available  to 
fund  caseload  growth  plus  growth 
for  the  equity,  general  growth,  and 
County  Medical  Services  Program 
(CMSP)  subaccounts. 

Total  realignment  revenues  in 
1996-97  are  estimated  to  be  $2.5  billion 
which  includes  $1.7  billion  in  sales 
tax  and  $822  million  in  vehicle 
license  fees;  after  base  funding, 
$103  million  will  be  available  to 
fund  caseload  growth  plus  growth 
for  the  equity,  general  growth,  and 
the  CMSP  subaccounts  (see  HW-9).  ^ 


TABLE  HW-9 


State-Local  Realignment 
1996-97  Estimated  Revenues  and  Expenditures 

(Dollars  in  Thousands) 


Mental 

Social 

Account 

Health 

Health 

Services 

Totals 

Base  Funding 

Sales  Tax  Account 

$751,806 

$294,324 

$546,879 

$1393,009 

Vehicle  License  Fee  Account 

37,406 

738,261 

12,335 

788,002 

Total  Base 

$789,212 

$1,032,585 

$559,214 

$2,381,011 

Growth  Funding 

Sales  Tax  Growth  Account: 

$18,109 

$40,969 

$9,918 

$68,996 

Indigent  Health  Equity  Subaccount 

— 

(3,270) 

— 

(3,270) 

Community  Health  Equity  Subaccount 

— 

(8,008) 

— 

(8,008) 

Mental  Health  Equity  Subaccount 

(2,588) 

— 

— 

(2388) 

State  Hospital  Mental  Health  Equity  Subaccount 

(4394) 

— 

— 

(4394) 

County  Medical  Services  Subaccount 

— 

(2,779) 

— 

(2,779) 

General  Growth  Subaccount 

(10,927) 

(21358) 

(9,918) 

(42,403) 

Special  Equity  Subaccount''' 

— 

(5,354) 

— 

(5,354) 

Vehicle  License  Fee  Growth  Account 

8,871 

20,069 

4,859 

33,799 

Total  Growth 

$26,980 

$61,038 

$14,777 

$102,795 

Total  Realignment27 

$816,192 

$1,093,623 

$573,991 

$2,483,806 

"This  display  assumes  that  counties  budget  these  funds  in  Health. 

11  Does  not  include  $14  million  in  Vehicle  License  Collection  Account  monies  since  these  are  not  derived  from 
realignment  revenue  sources. 
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ie  Administration  continues 
to  make  public  safety  a  top  priority. 
The  amounts  proposed  for  the 
Department  of  Corrections,  Board 
of  Prison  Terms,  Board  of  Correc- 
tions, Department  of  the  Youth 
Authority,  California  Highway  Patrol 
and  the  Department  of  Justice 
reflect  this  commitment  to  the  safety 
and  security  of  all  Californians. 

The  1996-97  Governor's  Budget 
supports  the  correctional  programs 
required  for  the  steadily  increasing 
prison  population,  which  results 
from  tougher  criminal 
sentencing  laws  and 
increased  law  enforcement 
efforts.  The  most  recent 
inmate  population  projec- 
tions of  the  Department  of 
Corrections  estimate  that 
the  inmate  population  will 
grow  to  163,695  by  June 
30,  1997,  an  increase  of 
over  17,000  inmates 
beyond  the  June  30,  1996 
projected  inmate  popula- 
tion level  of  146,390. 
Based  on  this  projection, 
California's  prisons  will 
operate  at  a  crowding  level 
of  approximately  198 
percent  by  the  end  of  fiscal 
year  1996-97. 


The  total  inmate  and  parole  popula- 
tions will  require  a  workforce  of 
over  42,000  personnel  years  in 
1996-97.  As  shown  in  Figure  PUB-A, 
funding  to  support  the  various 
programs  within  the  Youth  and 
Adult  Correctional  Agency  will  grow 
to  approximately  $4.7  billion. 

This  amount  reflects  a  9. 5-percent 
increase  over  the  revised  current 
year  budget.  Despite  the  growth  in 
the  si2e  of  these  programs,  it  should 
be  noted  that  for  calendar  year 
1994,  California  ranked  15th  among 
the  50  states  and  the  District  of 


FIGURE  PUB-A 


Youth  ond  Adult  Correctional  Agency 

Proposed  1996-97  Expenditures 

All  Funds 

(Dollars  in  Thousands) 


Columbia  for  its  incarceration  rate 
of  381  inmates  per  100,000  popula- 
tion, compared  to  a  nationwide  rate 
of  392  inmates,  as  reflected  in 
Figure  PUB-B.  Although  California 
has  the  largest  inmate  population  in 
the  United  States,  on  a  per-inmate 
basis  California's  institutions  are 
operated  with  less  uniformed  staff 
than  all  other  states. 

The  following  expenditure  pro- 
grams for  public  safety  are  included 
in  the  1996-97  Governor's  Budget. 

DEPARTMENT  OF 
CORRECTIONS 


The  Department  of 
Corrections  (CDC)  is 
responsible  for  incarcera- 
tion of  convicted  felons 
and  for  the  supervision  of 
these  felons  after  their 
release  on  parole. 


Youth  Authority 
$435,610  =  9.3% 


Youthful  Offender  Parole  Board 
$3,179  =  0.1% 


Board  of  Prison  Terms/Other* 
$13,024  =  0.3% 


Includes  Agency  Secretory. 


By  June  30,  1996, 
California's  prison  popula- 
tion will  have  grown  from 
approximately  55,000 
inmates  in  1986  to  more 
than  146,000.  The  depart- 
ment now  operates 
32  institutions,  11  recep- 
tion centers,  39  camps  and 
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52  community  correctional  facilities 
with  a  total  design  capacity  of 
73,641.  During  the  last  ten  years, 
the  parole  population  grew  from 
approximately  31,500  to  almost 
93,000. 

The  1996-97  Governor's  Budget 
proposes  $4  billion,  and  42,139 
personnel  years  for  state  operations 
and  local  assistance  programs  to 
accommodate  these  expanding 
populations  (see  Figure  PUB-C) . 

The  Department's  inmate  popula- 
tion is  projected  to  increase  from 
146,390  on  June  30,  1996,  to 
163,695  by  June  30,  1997,  an 
increase  of  17,305  inmates,  or 
11.8  percent.  The  Governor's 
Budget  proposes  an  additional 
$359-6  million  and  3,591  personnel 
years  over  the  revised  1995-96 
budget  to  support  this  increased 
population,  including  staff  and 
operating  costs  to  activate  one  new 
institution  (Salinas  Valley  State 
Prison),  lead  staff  for  Corcoran  II 
which  will  be  activated  in  fiscal  year 
1997-98,  and  funds  for  10,677 
emergency  beds  system  wide. 

The  parole  population  is  projected 
to  increase  from  92,930  on  June  30, 
1996,  to  94,524  on  June  30,  1997, 
an  increase  of  1,594  parolees,  or 
1.7  percent. 

Sexually  Violent  Predators. 

Chapter  763,  Statutes  of  1995 
provides  for  the  civil  commitment  of 
an  individual  who  has  been  con- 
victed of  a  sexually  violent  offense 
against  two  or  more  victims,  and  is 
determined  through  the  court 
system  to  be  a  danger  to  the  health 
and  safety  of  others  due  to  a  mental 
disorder. 

Under  this  program,  the  Depart- 
ment of  Corrections  (CDC)  is 
required  to  screen,  track  and  refer 
potential  Sexually  Violent  Predators 
(SVP's)  to  the  Department  of  Mental 
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(DMH)  for  clinical  evaluation  and 
possible  referral  to  the  appropriate 
county  of  commitment,  prior  to 
release  of  the  individual  on  parole. 
It  is  projected  that  approximately 
216  individuals  in  the  current  year 
and  432  individuals  in  the  budget 
year,  referred  by  CDC  to  DMH,  will 
be  found  to  be  SVP's.  In  addition, 
an  unknown  number  of  the  approxi- 
mately 3,600  parole  violators 
arrested  annually,  who  are  required 
to  register  as  sex  offenders  under 
Penal  Code  Section  290,  will  also  be 
reviewed  and  referred  by  CDC's 
Community  Services  Division  to 
DMH  for  evaluation  and  possible 
civil  commitment.  This  budget 
reflects  an  increase  of  $5.5  million 
in  the  current  year  and 
$10.4  million  in  the  budget  year  to 
implement  the  provisions  of 
Chapter  763-  (Please  refer  to  the 
discussion  of  the  Board  of  Prison 
Terms  below  and  the  Department  of 
Mental  Health  in  the  Health  and 
Welfare  chapter  for  further  informa- 
tion regarding  this  program.) 

Illegal  Immigrants.  As  the  percent- 
age of  illegal  immigrants  in  the  state 
prison  system  increases  from 
13.9  percent  in  the  1993-94  fiscal 
year  to  14.9  percent  in  1995-96  and 
1996-97  fiscal  years,  the  state 
continues  to  experience  related  cost 
increases.  For  1995-96,  the  Depart- 
ment is  estimated  to  expend  ap- 
proximately $473.3  million  for 
incarceration  and  parole  supervi- 
sion. In  the  budget  year,  CDC  costs 
are  estimated  to  be  $526.2  million, 
an  increase  of  11.2  percent.  This 
budget  anticipates  the  recovery  of 
approximately  $324  million  of  such 
costs  from  the  Federal  Government 
for  1996-97. 

Correctional  Management  Infor- 
mation System.  The  1996-97 
Governor's  Budget  includes 
$14.3  million  to  continue  the 
development  of  the  Correctional 
Management  Information  System. 


Once  implemented,  the  system  will 
create  a  single  automated  capability 
that  will  satisfy  the  needs  of  all 
offender  information  system  users 
and  serve  as  the  hardware  and 
software  platform  for  future  infor- 
mation systems. 

Health  Care  Delivery.  The  signifi- 
cant increase  in  inmate  population 
results  in  an  increased  number  of 
inmates  with  complex  health  and 
mental  health  needs.  To  address 
these  needs,  the  Department  is 
implementing  the  final  year  of  a 
three-phase  program  to  revise  the 
way  in  which  medical  and  mental 
health  services  are  provided  in  the 
institutions. 

The  Governor's  Budget  includes 
funding  totaling  $50.2  million  in 
1996-97  for  the  new  health  care 
delivery  system,  including 
$22.5  million  and  307  personnel 
years  for  the  third  and  final  phase  of 
the  system.  Building  upon  the  two 
prior  phases  and  elements  of  the 
existing  health  care  delivery  system, 
completion  of  this  third  phase  will 
provide  a  comprehensive  multi-level 
inmate  health  care  system.  Sub- 
acute inpatient  medical  services  and 
short-term  inpatient  mental  health 
crisis  services  will  be  provided  in 
licensed  health  care  facilities  in  19 
institutions,  outpatient  mental 
health  and  medical  services  will  be 
provided  at  all  institutions,  and 
comprehensive  mental  health  and 
medical  screening  will  occur  at  all 
reception  center  institutions. 
Additionally,  13  personnel  years  are 
proposed  to  establish  a  Quality 
Assurance/Risk  Reduction  unit, 
which  will  provide  cost  and  quality 
control  in  the  delivery  of  health  care 
services  throughout  the  Health  Care 
Services  Division. 

Madrid  v.  Gomez.  In  addition  to 
the  resources  provided  for  the 
Health  Care  Services  Delivery 
System,  $5  million  and  100  person- 


nel years  are  included  in  1996-97 
for  the  development  and  implemen- 
tation of  a  special  mental  health 
treatment  program  for  inmates 
currently  housed  in  the  Security 
Housing  Unit  at  Pelican  Bay  State 
Prison.  For  1995-96,  $7.1  million 
has  been  included  for  program 
implementation,  attorney  fees  and 
court  costs.  This  program  is  being 
implemented  as  part  of  the  court- 
ordered  remedial  plan  which  was 
submitted  by  the  Department  in 
response  to  a  January  10,  1995,  U.S. 
District  Court  decision  in  the  case  of 
Madrid  v.  Gomez.  Included  in  those 
findings  were  several  deficiencies, 
most  notably  in  the  delivery  of 
mental  and  medical  health  care, 
documentation  of  care,  and  moni- 
toring of  care. 

Treatment  of  Chronic  Hepatitis  B 

and  C.  Hepatitis  B  and  C  are  caused 
by  a  bloodborne  virus  usually 
transmitted  through  blood  transfu- 
sions, and  use  of  needles  for 
tattooing  and  injecting  drugs. 
Chronic  active  Hepatitis  B  and  C  are 
both  difficult  to  manage  and  result 
in  deterioration  of  liver  functions, 
cirrhosis,  and/or  carcinoma  of  the 
liver.  The  budget  in- 
cludes $2  million  for  Interferon 
therapy  and  related  liver  biopsies  in 
order  to  treat  inmates  diagnosed 
with  chronic  Hepatitis  B  and  C. 

Infectious  Disease  Peer  Educa- 
tion. As  the  inmate  population 
continues  to  grow,  the  spread  of 
infectious  disease  is  a  primary 
concern.  Since  accurate  information 
and  education  is  one  of  the  most 
powerful  weapons  for  controlling 
the  spread  of  infectious  disease,  five 
personnel  years  are  included  to 
perform  inmate  peer  educator 
training.  The  inmate  peer  educators 
will  in  turn  conduct  training  ses- 
sions and  disseminate  information 
on  the  transmission  of  bloodborne 
pathogens  and  sexually  transmitted 
diseases  to  other  inmates. 
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Public  support  for  longer  prison 
terms  for  violent  and  dangerous 
repeat  felons  led  to  the  enactment 
of  approximately  150  new  laws  in 
1994  and  1995.  These  new  laws, 
including  "Three  Strikes,"  were 
significant  steps  toward  providing 
safer  streets  and  communities  for 
California's  citizens.  At  the  same 
time,  stronger  sentencing  laws  will 
lead  to  marked  increases  in  the 
inmate  population  into  the  next 
century,  exceeding  existing  prison 
housing  before  the  year  2000. 
Without  rapid  authorization  and 
funding  for  new  prison  construc- 
tion, California  faces  possible  court 
intervention  and  early  release  of 
felons. 

The  California  Department  of 
Corrections  (CDC)  manages  an 
extensive  and  aggressive  prison 
construction  program.  To  date,  CDC 
has  completed  26  major  projects 
with  capacity  to  house  81,500 
inmates.  In  addition,  13  new 
conservation  camps  have  been 
constructed  and  three  existing 
camps  expanded.  Three  projects  are 
currendy  under  construction: 
Salinas  Valley  State  Prison;  the 
California  Substance  Abuse  Treat- 
ment Facility  and  State  Prison  at 
Corcoran;  and  the  Emergency  Bed 
Program.  Upon  completion  of  these 
projects,  CDC  will  have  added 
facilities  to  house  approximately 
96,500  inmates.  This  will  give  CDC  a 
double  cehVbunk  capacity  to  house 
approximately  137,900  inmates  in 
total  (refer  to  Table  PUB-1  for  a 
listing  of  all  new  prison  projects). 

Despite  these  efforts,  the  growing 
inmate  population  continues  to 
place  serious  pressure  on  the 
capacity  of  the  prison  system.  Based 
on  prison  population  forecasts,  the 
number  of  felons  will  grow  from 
approximately  135,000  to  more  than 
232,000  by  June  2001.  This  growth, 


Department  of  Corrections 
New  Prison  Bed  Construction  Projects 


Housing 

Design 

Overcrowding 

Construction 

Initial 

Major  Projects 

Bed  Capacity 

Capacity  (HOC) 

Start 

Occupancy 

New  Prisons-Completed: 

Mule  Creek  Slate  Prison 

1,700 

3,192 

January  1985 

June  1987 

Richard  J.  Donovan  Correctional  Facility 

at  Rock  Mountain 

2,200 

4,102 

Mayl985 

July  1987 

Northern  California  Women's  Facility 

400 

743 

November  1985 

July  1987 

Avenal  State  Prison 

2,320 

4,570 

December  1985 

January  1987 

CSP-Kings  County  at  Corcoran 

2,916 

5,022 

September  1986 

February  1988 

Pelican  Bay  State  Prison 

2,280 

3,798 

March  1987 

December  1989 

Qiuckawallo  Valley  State  Prison 

1338 

3,008 

May  1987 

December  1988 

Central  California  Women's  Facility 

2,000 

3,499 

October  1988 

October  1990 

Wasco  State  Prison-Reception  Center 

2,484 

4,448 

May  1989 

February  1991 

Calipatria  State  Prison 

2,208 

3,778 

March  1990 

January  1992 

North  Kern  State  Prison 

2,492 

4,464 

February  1990 

October  1993 

CSP-Los  Angeles  County 

2,200 

3,950 

October  1990 

February  1993 

Centinela  State  Prison 

2,208 

4,158 

July  1991 

October  1993 

Ironwood  Slate  Prison 

2,400 

4450 

Januoryl992 

February  1994 

Pleasant  Valley  State  Prison 

2,208 

4,158 

July  1992 

November  1994 

hfigh  Desert  State  Prison 

2,224 

4,196 

March  1993 

August  1995 

Valley  Slate  Prison  for  Women 

1,984 

3,454 

June  1993 

Mayl995 

Subtotal 

35,762 

65,090 

Major  Expansions-Completed: 

California  Men's  Colony-West,  Renmolion 

900 

1,350 

1983 

June  1984 

Southern  Maximum  Security  Complex 

1,000 

1,799 

June  1983 

October  1985 

CSP-Solano  County 

2,110 

4,050 

January  1984 

August  1984 

CSP-Socramento  Counlyat  Folsom 

1,728 

3,195 

April  1985 

October  1986 

Three  500-Bed  Additions 

1,500 

2,750 

Noveniier  1985 

August  1986 

California  Institution  for  Women, 

Special  Housing  Unit 

100 

173 

October  1986 

June  1987 

Subtotal 

7,338 

13,317 

Other  Projects-Completed: 

Camps 

1,370 

1,370 

Various 

June  1984 

Modular  Housing  Units 

1,000 

1,700 

Various 

June  1984 

Subtotal 

2,370 

3,070 

Other  Authroized  Projects: 

Salinas  Valley  Slate  Prison 

2,224 

4,196 

April  1994 

May  1996 

California  Substance  Abuse  Treatment  Facility 

3,424 

6,013 

April  1995 

August  1997 

and  State  Prison  at  Corcoran  II 

Emergency  Beds 

2,400 

4,800 

October  1995 

January  1997 

Subtotal 

8,048 

15,009 

GrandTotal 


53518 


96,486 
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averaging  17,000  per  year,  exceeds 
CDC's  housing  capacity,  including 
the  capacity  provided  by  the  Emer- 
gency Bed  Program  initiated  in  the 
1995-96  budget.  Inmates  will  be 
housed  in  triple  bunks  in  dormitory 
units  and  in  converted  gymnasiums. 
Double  bunks  will  be  placed  in  the 
dayrooms  of  medium  security 
cellblocks.  Increasing  numbers  of 
medium  security  inmates,  who 
should  be  housed  in  cells,  will  need 
to  be  housed  in  dormitories. 
However,  even  these  measures  are 
insufficient  for  the  growing  num- 
bers of  felons.  Current  trends 
indicate  that  by  early  1998,  CDC  will 
be  out  of  bed  capacity. 

Dangerously  overcrowding  prisons 
creates  conditions  where  violence 
and  potential  loss  of  life  and  prop- 
erty escalate.  Since  1990,  the 
number  of  staff  assaulted  by  inmates 
has  doubled.  Furthermore,  operat- 
ing the  prison  system  at  prolonged, 
high  levels  of  overcrowding  taxes 
the  infrastructure,  especially  for 
older  prisons.  In  addition,  in  other 
states  federal  courts  have  ordered 
early  release  of  inmates  when 
prisons  are  found  to  be  over- 
crowded. 

Therefore,  the  Administration 
recommends  placing  a  public  safety 
bond  act  on  the  1996  ballot  to 
provide  $1.9  billion  for  a  multi-year 
program  to  construct  six  new 
prisons  as  well  as  renovate  existing 
prisons.  (Of  this  amount, 
$50.6  million  is  included  in  the 
1996-97  Governor's  Budget  for 
major  and  minor  projects  at  existing 
prisons  including  improvements  in 
health  care  facilities  and  wastewater 
treatment;  funds  for  new  prisons 
are  not  reflected  pending  authoriz- 
ing legislation).  The  new  prisons  are 
proposed  for  construction  in 
Delano,  Kern  County  (Delano  II); 
California  City,  Kern  County;  San 
Diego  County  (San  Diego  II); 
Sacramento  area  (Northern  Califor- 


FIGURE  PUB-D 


250 


200 


150 


100 


-  Design  Capacity 

-  Institution  Population 

-  Housing  Overcrowding  Capacity 


Department  of  Corrections 

Institution  Population  and  Beds 

(Data  in  Thousands) 
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Design  Bed  Capacity  represents  the  capacity  of  authorized  institutions  and  camps  as  measured  by  one  inmate  per  cell  and  single  bunks  in 
dormitories. 

Housing  Overcrowding  Capacity  (HOC)  represents  the  capacity  of  authorized  institutions  and  camps  as  measured  by  two  inmates  per  cell 
and  double  bunks  in  dormitories. 

To  house  inmates  exceeding  the  HOC  capacity,  dayrooms  and  gymnasiums  are  converted  to  temporary  dormitories,  inmates  are  housed  in 
community-based  facilities  under  contracts  with  local  government  and  private  vendors,  and  emergency  beds  are  utilized.  All  of  these 
options  will  be  exhausted  by  early  1998. 

All  numbers  represent  totals  as  of  June  30  of  each  fiscal  year. 


nia  Reception  Center);  Taft,  Kern 
County;  and  Solano  County  (Solano 
II) .  Thereafter,  under  current 
projections,  up  to  13  additional 
prisons  may  be  needed  by  2001.  To 
address  inmate  housing  needs  until 
the  new  prisons  are  activated,  the 
1996-97  Governor's  Budget  also 
provides  $7.2  million  from  the 
General  Fund  to  complete  the 
Emergency  Bed  Program  started  in 
1995-96. 

While  the  construction  of  six 
prisons  is  a  major  undertaking,  CDC 
has  mastered  building  facilities  in  a 
compressed  time  frame  through  the 
use  of  prototype  building  plans  and 
fast-track  methodologies.  New 
prisons  have  been  financed  in  the 
past  through  a  mixture  of  funding 
methods:  General  Obligation  bonds, 
revenue  bonds  backed  by  lease- 
purchase  agreements  and  appro- 
priations from  the  General  Fund. 
Five  General  Obligation  bond  acts 
totaling  $2.6  billion  were  approved 
by  the  voters  in  1981,  1984,  1986, 
1988  and  1990.  However,  these 


bond  funds  have  been  exhausted  by 
appropriations  in  previous  budgets. 
The  Legislature  has  also  authorized 
$2.7  billion  in  financing  for  various 
prison  construction  projects 
through  State  Public  Works  Board 
lease-revenue  bonds.  These  funds 
are  either  exhausted  or  financing 
current  capital  outlay  projects. 

BOARD  OF  CORRECTIONS 

The  Board  of  Corrections  is  respon- 
sible for  establishing  standards  for 
the  construction  and  operation  of 
local  jails  and  juvenile  detention 
facilities,  compliance  inspections 
and  employment  standards  and 
training  for  local  corrections  and 
probation  personnel. 

Given  the  accelerating  number  of 
violent  juvenile  offenders,  the 
Administration  is  proposing  a 
$150  million  local  juvenile  deten- 
tion facility  bond  measure  to  build, 
expand,  and  remodel  county 
juvenile  correctional  facilities.  Upon 
enactment  of  this  measure  through 
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a  1996  ballot  proposition,  the  Board 
of  Corrections  will  be  charged  with 
the  responsibility  for  assisting 
counties  in  planning,  designing  and 
constructing  facilities  in  ways  that 
promote  economy,  quality,  efficiency 
and  the  highest  degree  of  safety  for 
the  public  and  staff  as  well  as  the 
juveniles  that  are  detained  in  these 
facilities. 

BOARD  OF  PRISON  TERMS 

The  Board  of  Prison  Terms  (Board) 
is  charged  with  the  responsibility  for 
considering  the  release  on  parole 
and  establishing  the  length  and 
conditions  of  parole  for  all  persons 
sentenced  to  prison  under  the 
Indeterminate  Sentence  Law, 
persons  sentenced  to  prison  for  a 
term  of  less  than  life  under  Penal 
Code  Section  1168(b),  and  for 
persons  serving  a  sentence  for  life 
with  the  possibility  of  parole.  The 
Board  is  also  responsible  for  carry- 
ing out  all  aspects  of  the  parole 
revocation  hearing  process  for 
persons  sentenced  under  the 
Determinate  Sentence  Law. 

Sexually  Violent  Predator  Law. 

Enactment  of  the  Sexually  Violent 
Predator  civil  commitment  law, 
Chapter  763,  Statutes  of  1995 
(AB  888),  has  resulted  in  new 
responsibilities  for  the  Board  of 
Prison  Terms.  The  Board,  along  with 
the  Department  of  Corrections,  will 
be  responsible  for  screening, 
tracking,  and  referring  potential 
sexually  violent  predators  to  the 
Department  of  Mental  Health  for 
clinical  evaluation  and  possible 
referral  to  the  appropriate  county 
for  civil  commitment.  The  Board  of 
Prison  Terms  budget  contains 
$492  thousand  and  3  personnel 
years  for  1995-96,  and  $813  thou- 
sand and  7  personnel  years  for 
1996-97,  to  provide  the  funds 
needed  to  meet  the  requirements  of 
Chapter  763.  (Please  refer  to  the 
discussion  of  the  Department  of 


Corrections  above  and  the  Depart- 
ment of  Mental  Health  in  the  Health 
and  Welfare  section  for  further 
information  regarding  this  pro- 
gram.) 

DEPARTMENT  OF  THE  YOUTH 
AUTHORITY 

The  mission  of  the  Department  of 
the  Youth  Authority  is  to  protect 
society  from  criminal  and  delin- 
quent behavior  by  young  people 
and  to  help  these  young  people 
become  productive,  responsible 
citizens.  The  Youth  Authority 
accomplishes  this  mission  by 
providing  the  youthful  offenders  in 
their  custody  programming  which 
includes  academic  and  vocational 
education,  substance  abuse  treat- 
ment, and  on-the-job  training. 

Reflective  of  the  Administration's 
continued  commitment  to  public 
safety  and  the  development  of 
innovative  approaches  to  juvenile 
corrections,  the  Governor's  Budget 
proposes  a  total  of  $435.6  million 
and  5,526  personnel  years  in 
1996-97  for  state  operations  and 
local  assistance  programs. 

The  Youth  Authority  operates  1 1 
institutions,  including  2  reception 
center/clinics,  6  conservation  camps 
(2  of  which  are  institution-based 
camps),  and  an  institution-to-parole 
transitional  drug  treatment  pro- 
gram. The  total  institution  and 
contract  design  capacity  of  the 
Youth  Authority  is  6,762  beds.  The 
Department  projects  these  facilities 
will  house  10,460  youthful  offend- 
ers by  June  30,  1996.  Although  the 
number  of  wards  committed  to  the 
Youth  Authority  is  expected  to 
continue  increasing,  as  a  result  of  a 
change  in  policy  relative  to  "M- 
Cases",  the  overall  institution 
population  is  expected  to  decrease 
by  280  wards  by  June  30,  1997  for  a 
year-end  population  of  10,180. 


The  Youth  Authority  supervises 
parolees  through  16  offices  located 
throughout  the  state.  The  parole 
population  is  projected  to  be  5,970 
by  June  30,  1996,  and  to  increase  by 
255  cases,  or  4.3  percent,  to  6,225 
by  June  30,  1997. 

M-Case  Policy  Change.  Existing 
law  allows  a  Department  of  Correc- 
tions inmate  who  is  under  the  age 
of  21  to  be  housed  in  a  Youth 
Authority  institution  for  a  period 
not  to  exceed  the  inmate's  25th 
birthday.  Such  inmates  are  com- 
monly referred  to  as  "M-Cases."  The 
funding  level  provided  to  the  Youth 
Authority  in  the  1996-97  Governor's 
Budget,  is  predicated  on  enactment 
of  legislation  which  will  prohibit  the 
housing  of  M-Cases  who  are  18 
years  of  age  or  older,  rather  than  the 
current  21  years  of  age,  in  Youth 
Authority  institutions,  effective  July 
1,  1996.  Under  this  assumption, 
M-Cases  who  are  housed  in  the 
Youth  Authority  would  generally  be 
transferred  to  a  state  prison,  under 
the  jurisdiction  of  the  Department 
of  Corrections,  upon  reaching  the 
age  of  18  years  and  1  month. 

Consistent  with  past  years,  the 
Governor's  Budget  proposes  to 
address  the  changing  needs  of  the 
Youth  Authority's  population 
through  a  balance  of  program 
strategies,  new  capacity  and  institu- 
tional crowding.  The  following 
program  enhancements  and  new 
programs  are  included  in  the 
1996-97  Governor's  Budget: 

Gang  Containment/Juvenile 
Justice  Reform.  The  Budget 
contains  $3.1  million  for  the  Youth 
Authority  to  carry  out  its  responsi- 
bilities under  the  Gang  Contain- 
ment and  Juvenile  Justice  Reform 
Initiative,  which  will  provide  for 
establishment/expansion  of  the 
following  programs. 
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•*•  Increased  funding  in  the  amount 
of  $656  thousand  for  the  Gang 
Violence  Reduction  Program  will 
provide  additional  literacy 
programs,  parental  training  and 
graffiti  removal  in  communities. 

■*■  An  additional  $455  thousand  for 
the  Gang  Information  Coordina- 
tor Program  will  provide  counsel- 
ing for  wards  who  are  reported 
or  suspected  gang  members,  and 
will  facilitate  sharing  of  gang- 
related  information  among 
institution  staff,  parole  staff,  and 
other  law  enforcement 
personnel. 

•*•  Additional  apprehension  and 
gang  awareness  services  will  be 
provided  in  both  the  Northern 
and  Southern  parole  regions  by 
providing  $365  thousand  for 
expansion  of  the  Gang  Informa- 
tion Apprehension  Unit. 

"*•  An  increase  of  $785  thousand  will 
allow  for  establishment  of  three 
new  Northern  California  Gang 
Service  Project  offices,  which  will 
provide  intensive  parole  supervi- 
sion for  paroled  gang  members. 

■*•  $800  thousand  is  provided  for 
establishment  of  the  Voluntary 
Tattoo  Removal  Program  to 
provide  wards  with  an  option  to 
have  highly-visible  gang  related 
tattoos  removed  in  order  to 
improve  their  chances  for  em- 
ployment and  encourage  separa- 
tion from  the  gang  lifestyle. 

(Please  refer  to  the  State  and  Local 
Alliance  for  Public  Safety  chapter  for 
further  information  regarding  this 
initiative.) 

California  Mentor  Initiative.  The 

budget  contains  $10.1  million 
General  Fund  to  continue  the 
California  Mentor  Initiative  through 
the  Department  of  Community 
Services  and  Development  and  the 


Department  of  the  Youth  Authority. 
For  the  Department  of  the  Youth 
Authority,  $30  million  is  proposed 
in  1996-97  to  implement  a  grant 
program  to  provide  parenting 
training  to  young  men  in  the 
custody  of  county  juvenile  halls, 
camps,  and  ranches.  County  pro- 
grams would  be  modeled  after  the 
existing  Youth  Authority  programs, 
and  would  utilize  a  curriculum 
developed  by  the  Youth  Authority. 
These  programs  would  include 
mentoring  components  under 
which  positive  male  role  models 
from  the  community  would  be 
matched  with  youthful  offenders. 
Cooperative  efforts  between  county 
probation  departments,  offices  of 
education,  and  community-based 
organizations  will  be  emphasized. 

Since  1972,  the  Youth  Authority  has 
offered  the  Volunteers  in  Parole 
Program,  operated  in  conjunction 
with  the  California  State  Bar  Asso- 
ciation and  modeled  after  the  Big 
Brother/Big  Sister  concept,  to  its 
wards  and  parolees.  The  program 
begins  with  a  "pen  pal"  relationship, 
where  wards,  not  yet  to  parole  are 
matched  with  attorney  mentors  for 
correspondence  during  the  remain- 
der of  their  institutional  stay.  The 
program  then  progresses  to  match 
parolees  with  volunteer  attorneys 
who  act  as  mentors  and  provide 
one-on-one  support  during  re-entry 
and  community  re-adjustment. 
Goals  of  the  Volunteers  in  Parole 
Program  include  reducing  recidi- 
vism and  the  incidence  of  crime. 
The  proposed  increase  of 
$116  thousand  will  enable  the 
Youth  Authority  to  provide  positive 
role  models  for  a  greater  number  of 
parolees  and  wards  throughout  the 
State.  (Please  refer  to  the  Health 
and  Welfare  chapter  for  a  discussion 
of  the  Department  of  Community 
Services  and  Development 
program.) 


Parenting  Programs.  The 

Governor's  Budget  includes 
$400  thousand  and  9  personnel 
years  to  expand  the  Young  Men  as 
Fathers  and  Preparing  for  Positive 
Parenting  Programs.  These  pro- 
grams focus  on  increasing  the 
parenting  knowledge  and  skills  of 
wards  and  parolees  who  are  fathers 
and  teaching  these  young  men  to  be 
responsible  parents  by  participating 
in  the  emotional  and  financial 
support  of  their  children,  thereby 
reducing  the  burden  on  society  for 
their  children's  support. 

Transition  to  Parole.  The 

Governor's  Budget  proposes 
$855  thousand  and  15  personnel 
years  for  a  collaborative  effort 
between  the  Department  of  the 
Military  and  the  Youth  Authority  to 
establish  a  transition  to  parole 
program  at  the  California  National 
Guard's  Camp  Roberts.  This  pro- 
gram will  involve  the  housing  of  40 
wards,  who  are  within  4  months  of 
being  paroled,  at  Camp  Roberts. 
The  program  will  provide  a  mainte- 
nance workforce  at  Camp  Roberts, 
and  will  enable  wards  to  develop 
job  skills  and  a  positive  work  ethic 
prior  to  release  on  parole.  During 
their  time  at  Camp  Roberts,  wards 
will  begin  their  transition  from 
institutional  living  to  release  on 
parole  in  the  community. 

County  Camp  Funding/Sliding 
Fee  Scale/Commitment  Fee 
Increase.  The  Youth  Authority's 
budget  reflects  an  increase  of 
$32.7  million  in  local  assistance 
funding  which  will  be  provided  to 
eligible  county  probation  depart- 
ments that  operate  juvenile  camps 
and  ranches.  For  1995-96,  this 
funding  is  contingent  upon  the 
enactment  of  special  legislation  to 
provide  the  appropriation.  For 
1996-97,  funding  will  be  provided 
through  an  appropriation  in  the 
budget  bill.  In  addition,  the  legisla- 
tion would  include  a  sliding  scale/ 
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commitment  fee  increase  compo- 
nent. Since  the  1960s,  the  monthly 
fee  has  been  $25  per  ward;  the 
proposed  change  would  increase 
this  fee  to  $150  per  ward.  However, 
this  $150  fee  would  not  apply  to 
category  5,6,  or  7  wards,  who  would 
instead  be  subject  to  a  sliding  fee 
scale  under  which  the  committing 
county  would  be  required  to  pay  50 
percent,  75  percent,  or  100  percent, 
respectively,  of  the  Youth  Authority's 
actual  per  capita  cost  to  house  these 
wards. 

It  is  anticipated  these  charges  will 
create  an  incentive  for  counties  to 
develop  and  implement  less  costly 
local  options  for  those  juvenile 
offenders  who  would  otherwise 
have  been  placed  at  the  Youth 
Authority.  Based  on  current  data 
which  do  not  reflect  any  potential 
change  in  county  commitment 
behavior  or  expected  changes  in 
programs  at  the  county  level,  the 
Governor's  Budget  includes  an 
increase  in  the  Youth  Authority's 
reimbursements  of  $7.5  million  in 
1995-96,  and  $37.8  million  in 
1996-97.  (Please  refer  to  the  State 
and  Local  Alliance  for  Public  Safety 
chapter  for  further  information 
regarding  this  proposal.) 

Facility  Construction.  The  1996-97 
Governor's  Budget  proposes  new 
bond  authority  of  $201  million  for 
the  Youth  Authority  for  additional 
beds  and  capital  improvements  at 
existing  facilities.  The  Administra- 
tion recommends  $150  million  from 
these  bond  funds  to  address  hous- 
ing needs  for  increases  in  ward 
population,  of  which  $12.1  million 
is  proposed  as  a  1996-97  expendi- 
ture for  preliminary  plans  and 
working  drawings  for  1,450  institu- 
tional beds.  The  new  construction 
consists  of  850  beds  at  existing 
institutions  and  the  construction  of 
a  600-bed  satellite  institution  on  the 
grounds  of  an  existing  Youth 
Authority  facility. 


In  addition,  $51  million  will  fund 
ongoing  capital  improvements,  of 
which  $15.6  million  is  proposed  for 
expenditure  in  1996-97.  Projects 
include: 

•*■  Fire  Marshal  modifications  to 
bring  facilities  into  compliance 
with  current  codes; 

•*■  Replacement  of  an  infirmary  at 
El  Paso  de  Robles  School; 

•*■  Security  upgrades  to  institutional 
perimeter  fencing  and  personal 
alarm  systems; 

■*  Upgrades  to  institutions'  visitor 
security  entrances; 

■*"  Additional  space  for  Free  Venture 
ward  employment  and  vocational 
education  programs; 

•*■  A  new  boiler  plant  for  the  Preston 
School  of  Industry;  and 

•*■  Special  education  and  mental 
health  programs. 


The  1996-97  Governor's  Budget 
also  proposes  $35  million  from  the 
General  Fund  for  a  variety  of  minor 
capital  ouday  projects. 

DEPARTMENT  OF  JUSTICE 

The  Attorney  General  serves  as  the 
State's  primary  legal  representative 
and  chief  law  enforcement  officer, 
and  is  responsible  for  ensuring  that 
California's  laws  are  uniformly 
enforced. 

For  1996-97,  the  Governor's  Budget 
proposes  4,256  personnel  years  and 
$373. 7  million  for  the  Department 
of  Justice,  which  includes 
$166.2  million  for  the  Division  of 
Law  Enforcement  and 
$168.4  million  for  the  Legal  Services 
Programs,  and  reflects  the  Attorney 
General's  priorities.  The  major 
budget  adjustments  proposed  for 
1996-97  include: 

Clandestine  Laboratory  Enforce- 
ment Program.  An  increase  of  $2.7 
million  General  Fund  and  17 


FIGURE  PUB-E 


Department  of  the  Youth  Authority 

Population  Projections  and  Institution  Design  Capacity 

Including  the  Effect  of  Program  and  Population  Capacity  Proposals 

on  Design  Capacity  1983-2000 

(Data  in  Thousands) 


a*  ©*  o»  a*  Of 


NOTE:  "Beds"  represent  the  institutional  design  rapacity  of  authorized  institutions  and  camps  os  of  June  30  for  each  fiscol  yeor.  Projected  population  reflects  all  approve 
"bed-saving"alrernotive  programs. 
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personnel  years  to  increase  enforce- 
ment efforts  against  illegal  drug 
manufacturing  within  the  state. 
California  continues  to  see  a  steady 
increase  in  the  number  of  clandes- 
tine laboratories  producing  illegal 
narcotics,  specifically  methamphet- 
amine  or  its  chemical  precursors. 
This  augmentation  expands  the 
state's  efforts  by  an  estimated 
25  percent  to  act  against  the  manu- 
facture of  methamphetamine  and 
the  purchase  or  manufacture  of  its 
chemical  precursors. 

Bureau  of  Forensics  Services.  An 

increase  of  $2.9  million  General 
Fund  and  18  personnel  years  for 
increased  workload  and  equipment 
for  providing  forensics  services  to 
law  enforcement  agencies  and 
district  attorney  offices  in  46  coun- 
ties. Significant  increases  in  felony 
drug  arrests  have  increased  the 
Department  of  Justice's  narcotics 
cases  requiring  additional  staff  to 
accommodate  the  workload. 

Appeals,  Writs,  and  Trials  Work- 
load. An  increase  of  $3.5  million 
General  Fund  and  37  personnel 
years  to  meet  increasing  legal 
workload  requirements  of  the 
Appeals,  Writs,  and  Trials  Section. 
This  section  has  exclusive  responsi- 
bility for  representing  the  interests 
of  the  people  of  the  State  of  Califor- 
nia in  the  criminal  courts  system  in 
all  non-death  penalty  appeals,  all 
death  penalty  appeals  and  writs, 
state  and  federal  habeas  corpus 
matters,  and  all  criminal  trials  where 
local  prosecutors  cannot  proceed 
due  to  conflicts  or  recusal. 

Correctional  Law  Section  Work- 
load. An  increase  of  $1.4  million 
General  Fund  and  14  personnel 
years  to  address  the  workload 
increase  in  the  Correctional  Law 
Section  (CLS).  The  CLS  is  respon- 
sible for  representing  the  public, 
state  employees  and  client  state 
agencies,  including  the  Department 


of  Corrections  and  California  Youth 
Authority,  in  suits  filed  by  prison 
inmates,  CYA  wards  and  parolees 
regarding  conditions  of  confine- 
ment. The  increase  in  workload  is 
largely  due  to  class  action  suits  and 
civil  suits.  Class  action  suits  are  filed 
on  behalf  of  hundreds  or  thousands 
of  inmates  and  may  raise  challenges 
pertaining  to  one  or  all  of  the 
institutions  operated  by  the  Depart- 
ment of  Corrections.  Civil  suits  are 
filed  by  individual  inmates  and 
caseload  is  related  to  increasing 
prison  population.  Typical  legal 
issues  include  challenges  related  to 
conditions  of  confinement,  prison 
management  practices  and  inmates' 
rights.  Defense  of  the  state  in  these 
matters  is  critical  in  order  to  main- 
tain the  ability  to  effectively  manage 
the  state's  correctional  system  and 
to  carry  out  the  statutory  duties 
related  to  incarcerating  convicted 
offenders  for  the  terms  prescribed 
by  law. 

Employment  Discrimination.  An 

increase  of  $3.6  million  in  reim- 
bursements and  36  personnel  years 
to  handle  increasing  employment 
discrimination  workload,  which  is 
one  of  the  most  rapidly  expanding 
areas  of  law  in  California.  This 
augmentation  includes  funding  for 
the  California  Highway  Patrol  and 
for  the  California  Department  of 
Corrections  which  previously  used 
private  counsel. 

Consultant  Fees  (Stringfellow 
Case).  An  increase  of  $3.7  million 
General  Fund  to  defend  and  indem- 
nify the  State  in  the  Comprehensive 
Environmental  Response,  Compen- 
sation, and  Liability  Act  (CERCLA) 
case  in  the  United  States  district 
court  and  in  the  Newman  v. 
Stringfellow  case  in  Riverside 
Superior  Court. 


Juvenile  Justice  Court  and  Proba- 
tion Statistical  System.  An  in- 
crease of  $323  thousand 
($  147  thousand  General  Fund  and 
$  176  thousand  in  reimbursements) 
and  five  personnel  years  to  restore 
the  Juvenile  Justice  Court  and 
Probation  Statistical  System  (JCPSS). 
TheJCPSS  program's  primary 
objective  is  to  provide  statistical 
data  to  state  and  local  law  enforce- 
ment agencies,  the  Governor,  and 
the  Legislature  that  enable  inter- 
ested parties  to  track  delinquents 
from  arrest  to  final  disposition. 
These  assist  decision-makers  in 
policy  development  and  to  address 
problems  in  the  juvenile  justice 
system. 

Federal  Habeas  Corpus  Reform 
Pending  Legislation.  The  U.S. 
Congress  is  currently  considering 
the  Federal  Habeas  Corpus  Reform 
Bill.  This  bill  would  require  a 
defendant  in  a  capital  case  to  file  his 
or  her  federal  habeas  corpus 
petition  within  180  days  of  the 
completion  of  state  proceedings. 
The  bill  would  also  require  a  non- 
capital federal  habeas  corpus 
petition  to  be  filed  within  one  year 
after  completion  of  the  state  appel- 
late proceedings.  Additionally,  the 
bill  would  afford  defendants  only 
one  opportunity  to  file  his  or  her 
federal  habeas  corpus  petition, 
thereby  reducing  significantly  the 
number  of  court  proceedings  for 
many  cases  after  the  initial  year  has 
passed. 

If  enacted,  DOJ  anticipates  this  will 
lead  to  a  short-term  increase  of 
cases  beginning  in  the  1996-97  fiscal 
year  and  a  significantly  reduced 
workload  in  this  area  in  future 
years.  DOJ  estimates  that  the 
workload  generated  by  the  passage 
of  the  bill  would  require  approxi- 
mately 37  attorneys  and  24  parale- 
gals for  one  year  limited  term. 
Should  this  legislation  become  law, 
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additional  funding  may  be  re- 
quested in  the  spring  of  1996. 

OFFICE  OF  CRIMINAL  JUSTICE 
PLANNING 

The  Office  of  Criminal  Justice 
Planning  (OCJP)  seeks  to  improve 
the  criminal  justice  system  in 
California  through  providing 
financial  and  technical  assistance  to 
state  and  local  governments, 
education  and  training  to  California 
citizens,  and  technical  and  research 
support  to  the  Administration. 

For  1996-97,  the  Governor's  Budget 
proposes  115  personnel  years  and 
$126.6  million  for  OCJP  to  continue 
the  Administration's  efforts  to 
improve  the  criminal  justice  system 
and  reduce  crime  in  California.  The 
budget  includes  funding  to  imple- 
ment the  following  major  criminal 
justice  initiatives: 

Gang  Civil  Injunction  Program. 

An  increase  of  $2.5  million  General 
Fund  and  1  personnel  year  to  fund 
the  first  year  of  a  two-year  Gang 
Civil  Injunction  Program.  The 
program  fosters  safer  communities 
by  obtaining  civil  injunctions  against 
gangs  enjoining  them  from  activities 
which  threaten,  harass  and  victimize 
communities,  such  as  blocking  the 
free  passage  of  persons  or  vehicles 
on  public  streets  or  congregating  in 
large  groups  in  public  areas  for  the 
purpose  of  denying  public  use  and 
intimidating  the  community. 

California  Council  on  Criminal 
Justice  -  Task  Force  on  Probation. 

An  increase  of  $191  thousand 
General  Fund  in  1995-96  and 
$61  thousand  General  Fund  in 
1996-97  to  establish  a  Task  Force  on 
Probation.  Beginning  in  January 
1996,  the  California  Council  on 
Criminal  Justice  (CCCJ)  will  estab- 
lish a  task  force  to  examine  the 
nature,  cost  and  effectiveness  of 
California's  existing  probation 


system.  This  task  force  will  define 
areas  needing  improvement, 
evaluate  alternatives  and  submit 
recommendations  to  the  Adminis- 
tration and  the  Legislature  in  the  fall 
of  1996.  As  a  result  of  this  statewide 
evaluation,  solutions  are  planned  to 
be  developed  to  reduce  recidivism 
rates  and  victimization  of  the 
general  public. 

Curfew  Enforcement.  An  increase 
of  $500  thousand  General  Fund  to 
implement  a  Curfew  Enforcement 
Strategy  as  part  of  the  Gang  Vio- 
lence Suppression  Program.  The 
Curfew  Enforcement  Strategy  seeks 
to  deter  juvenile  delinquency 
through  support  of  local  enforce- 
ment agencies  in  the  prevention 
and  enforcement  of  curfew  viola- 
tions. This  program  allows  for  a 
greater  commitment  of  police 
officers  during  specific  periods  of 
time  in  locations  of  high  curfew 
violations.  Besides  enforcement, 
this  strategy  is  intended  to  promote 
stronger  family  involvement  and 
responsibility  through  parental 
education  and  counseling. 

CALIFORNIA  HIGHWAY  PATROL 

The  Department  of  the  California 
Highway  Patrol  (CHP)  is  recognized 
for  its  national  leadership  on  public 
safety  issues.  For  1996-97  the 
Governor's  Budget  proposes 
expenditures  of  $791  million  and 
9,703  personnel  years  for  the  CHP, 
an  increase  of  3.2  percent  and 
1.2  percent,  respectively,  above  the 
1995-96  levels. 

The  mission  of  the  CHP  is  to  protect 
the  lives  and  property  of  motorists 
and  to  ensure  the  safe  and  efficient 
flow  of  traffic  on  the  state's  highway 
system.  The  Department's  major 
priorities  are  the  enforcement  of 
traffic  speed  laws,  elimination  of 
driving-under-the-influence  of  drugs 
and  alcohol,  the  use  of  seat  belts  by 
motorists,  providing  for  the  safe  and 


efficient  regulation  of  commercial 
vehicles  (primarily  trucks,  semi- 
trailers and  buses),  traffic  conges- 
tion relief,  vehicle  theft  reduction, 
safe  transportation  of  hazardous 
materials,  and  stopping  the  flow  of 
drugs  through  the  state.  More  than 
98,000  miles  of  California's  high- 
ways, about  two-thirds  of  all  roads 
in  the  state,  are  within  the  CHP's 
jurisdiction. 

Traffic  Safety.  The  budget  includes 
an  augmentation  of  $7.3  million 
from  the  Motor  Vehicle  Account  to 
provide  funding  for  180  vacant 
traffic  officer  positions,  which  will 
enable  the  CHP  to  deploy  6,273 
traffic  officers  by  the  end  of  the 
1996-97  fiscal  year,  and  a 
$5.8  million  baseline  budget  adjust- 
ment to  provide  full-year  funding 
for  cadets  graduating  from  the  CHP 
academy  during  the  1995-96  fiscal 
year.  This  is  the  final  year  of  a  three- 
year  expansion  plan  to  fill  a  total  of 
500  vacant  traffic  officer  positions. 

Collective  Bargaining  Agreement. 

The  budget  contains  $30.0  million 
for  the  costs  associated  with  the 
collective  bargaining  agreement 
reached  with  the  California  Associa- 
tion of  Highway  Patrolmen.  In 
addition,  the  budget  provides 
$1.9  million  to  fund  the  increased 
costs  of  overtime  associated  with 
the  Fair  Labor  Standards  Act  require- 
ment that  overtime  pay  be  calcu- 
lated on  an  employee's  total  wage 
base,  including  special  allowances, 
rather  than  on  just  the  employee's 
base  salary. 

Commercial  Vehicle  Enforce- 
ment. The  Governor's  Budget 
proposes  $1.1  million  and  18 
personnel  years  to  staff  and  equip  a 
new  commercial  vehicle  inspection 
facility  in  Gilroy. 

California  Motorcyclist  Safety 
Program.  In  1986,  the  Legislature 
established  the  California  Motorcy- 
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clist  Safety  Program  to  be  adminis- 
tered by  the  CHP.  This  program 
includes  rider  training  programs,  a 
public  awareness  campaign,  and 
research  projects.  The  law  provides 
that  all  prospective  licensed  motor- 
cycle riders  under  the  age  of  2 1 
must  attend  a  California  Motorcy- 
clist Safety  Program  training  course 
in  order  to  receive  a  license.  The 
CHP  administers  the  program 
through  a  contract  with  a  private 
vendor  who  is  responsible  for  the 
operation  of  the  training  sites, 
public  awareness  programs,  and 
research  and  evaluation  services. 
Funding  for  the  existing  training 
program  is  provided  through  a 
surcharge  on  motorcycle  registra- 
tions. 

The  Governor's  Budget  proposes  to 
privatize  this  now  mature  program 
by  turning  the  rider  training  pro- 
gram over  to  driver  training  schools, 
which  would  be  licensed  by  the 
Department  of  Motor  Vehicles. 
Motorcyclists  receiving  the  training 
will  pay  schools  directly.  The 
motorcycle  registration  surcharge 
now  supporting  this  program  would 
be  eliminated,  and  the  CHP  budget 
reduced  by  the  $1.5  million  col- 
lected in  support  of  the  program. 
Legislation  to  implement  this  will  be 
proposed.^* 
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'stablished  in  1991,  the 
California  Environmental  Protection 
Agency  (CalEPA)  is  responsible  for 
safeguarding  the  environment  with 
regulation  that  is  understandable, 
enforceable,  and  uniform.  As  a 
result  of  CalEPA's  efforts,  improve- 
ments are  occurring  in  the  following 
environmental  areas: 

"*■  California  was  successful  in 
convincing  the  federal  govern- 
ment to  accept  a  state-developed 
air  quality  plan  in  lieu  of  a  more 
rigid  federal  plan.  California's 
own  State  Implementation  Plan 
will  meet  federal  standards 
without  the  unnecessary  job  loss 
and  economic  hardship  for 
business  associated  with  the 
federal  plan. 

•*■  A  cooperative  program  was 
developed  among  governmental 
water  users  and  environmental 
groups  to  protect  public  trust 
resources  and  water  supply 
reliability  in  the  Bay-Delta 
Estuary. 

•*■  The  State  has  emphasized  "volun- 
tary" cleanup  by  cooperative 
parties.  As  a  result  of  legislation 
signed  by  the  Governor,  a  pilot 
program  is  being  implemented  to 


expedite  the  cleanup  of  up  to  30 
hazardous  waste  sites. 

•*•  The  goal  of  diverting  25  percent 
of  solid  waste  from  landfills  by 
1995  has  been  achieved,  and 
progress  toward  reaching  a 
50  percent  diversion  rate  by  the 
year  2000  is  underway. 

■*"  High-risk  pesticides  are  being 
removed  from  use,  with  assur- 
ance that  those  pesticides  which 
make  it  through  the  assessment 
process  do  not  pose  an  unreason- 
able risk.  Reduced-risk  products 
are  moving  through  the  registra- 
tion process  faster  and  reaching 
the  market  sooner. 

"*•  California's  environmental 
technology  sector  continues  to 
set  the  pace  internationally.  The 
State's  landmark  environmental 
technology  certification  program 
is  recognized  as  a  pre-eminent 
model  that  is  being  considered 
for  emulation  by  other  jurisdic- 
tions. 

■*■  Progress  is  being  made  on 
implementing  plans  to  save 
Mono  Lake,  and  to  clean  up  Santa 
Monica  Bay  and  San  Francisco 
Bay.  Morro  Bay  was  successfully 


added  as  a  National  Estuaries 
project  in  1994. 

•*•  In  the  regulatory  process,  re- 
forms are  under  way  to  continue 
to  achieve  environmental  stan- 
dards while  making  the  process 
simpler,  faster,  more  decisive, 
and  more  accountable. 

CalEPA's  key  goals  during  1996-97 
will  be  to: 

■*■  Make  continued  progress  in  air 
quality  with  the  State  Implemen- 
tation Plan  in  areas  ranging  from 
reformulated  gasoline  to  automo- 
bile inspection,  and  maintenance 
to  the  low/zero  emission  vehicle 
regulations. 

■*•  Achieve  a  water  rights  decision 
that  equitably  allocates  responsi- 
bility for  requirements  to  protect 
the  Bay-Delta  Estuary. 

■*•  Implement  a  pilot  program  for 
permit  consolidation  zones 
authorized  by  Chapter  872, 
Statutes  of  1995.  Consolidating 
all  existing  individual  permits 
into  a  single  compliance  plan  will 
reduce  the  delays  and  conflicts 
now  created  by  the  multiple- 
agency  decisions  required  to 
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establish  facilities  in  California. 
Implementing  a  recommendation 
of  the  California  Competitiveness 
Council,  this  pilot  will  also 
demonstrate  the  feasibility  of 
replacing  up-front  permit  approv- 
als with  a  compliance  audit 
program.  This  approach  will 
speed  regulatory  decisions, 
reduce  permitting  costs,  and 
ensure  more  effective  environ- 
mental protection. 

■*■  Continue  expansion  of  One-Stop 
Permit  Assistance  Centers.  CalEPA 
has  opened  eight  Permit  Assis- 
tance Centers  with  state  and  local 
agencies  to  assist  individuals  and 
businesses  with  their  permitting 
needs.  Additional  centers  and 
approaches  toward  greater 
accessibility  to  all  centers  will  be 
implemented  in  the  coming  year. 

■*•  Authorize  Certified  Unified 
Program  Agencies,  pursuant  to 
Chapter  418,  Statutes  of  1993- 
CalEPA  is  in  the  process  of 
certifying  local  agencies  to 
consolidate  a  number  of  hazard- 
ous waste  and  materials  pro- 
grams now  spread  throughout 
government.  The  unified  pro- 
gram will  consolidate  several 
permits,  fees,  inspections,  and 
reporting  requirements. 

■*•  Prepare  recommendations  to 
address  the  Department  of 
Pesticide  Regulation's  ongoing 
funding  requirements  as  a  major 
portion  of  the  mill  assessment 
authorization  sunsets  in  1997. 
The  Department  will  recommend 
changes  to  restructure  depart- 
mental processes  to  ensure 
continued  environmental  protec- 
tion. 

CalEPA  encompasses  the  organiza- 
tions described  below. 


AIR  RESOURCES  BOARD 

The  Air  Resources  Board  (ARB) 
conducts  research,  monitors 
California's  air  quality,  and  sets 
policies  for  controlling  emissions 
from  motor  vehicles  and  consumer 
products.  The  ARB  and  local  air 
district  programs  and  policies  are 
designed  to  lower  pollution  levels 
to  meet  air  quality  standards,  and  to 
provide  a  healthy  environment  for 
California's  residents. 

The  budget  reflects  $6  million  in 
savings  related  to  the  completion  of 
the  program  to  reimburse  repair 
costs  of  fuel-related  damage  to 
diesel  engines,  pursuant  to  Chapter 
781,  Statutes  of  1994;  $1  million  in 
savings  related  to  completion  of  the 
State's  contribution  for  the  San 
Joaquin  Valley  PM10  study;  and 
$2.6  million  in  savings  related  to 
reforms  to  reduce  duplicative 
environmental  regulations,  which 
includes  personnel  year  savings 
realized  from  the  phase-down  of  the 
Air  Toxics  Hot  Spots  Program.  The 
reduction  for  1996-97  totals 
$96  million. 

For  1996-97,  $800  thousand  is 
proposed  to  implement  various 
statutes  related  to  emission  con- 
trols. The  Office  of  Environmental 
Technology  was  created  in  1995-96 
within  the  ARB  to  coordinate  the 
implementation  and  expansion  of 
certification  throughout  CalEPA.  An 
augmentation  of  $300  thousand  is 
proposed  to  enhance  the  scientific 
and  engineering  capability  of  the 
ARB  to  implement  air  certification 
requirements,  pursuant  to  Chapter 
429,  Statutes  of  1994,  and  Chapter 
817,  Statutes  of  1995. 

INTEGRATED  WASTE 
MANAGEMENT  BOARD 

The  Integrated  Waste  Management 
Board  conducts  monitoring,  re- 
search, planning,  and  education 


programs  that  address  the  State's 
solid  waste  management  needs. 
Recognizing  that  existing  disposal 
practices  cannot  meet  the  growing 
volume  of  solid  waste,  the  Board's 
programs  and  policies  are  designed 
to  address  California's  solid  waste 
disposal  dilemma,  and  lessen  the 
demand  upon  the  State's  diminish- 
ing natural  resources. 

Highlights  for  1996-97  include  the 
growth  and  expansion  of  the  Used 
Oil  Recycling  Program.  Starting  with 
only  65  certified  used  oil  collection 
centers  in  1992-93,  there  are  now 
over  2,000  centers,  and  that  number 
continues  to  increase  as  more 
entities  join  the  program.  This 
means  increasing  amounts  of  used 
oil  will  be  diverted  from  the  waste 
stream.  Grant  funds  are  also  avail- 
able through  this  program  to 
promote  and  encourage  recycling  or 
appropriate  management  of  used  oil 
by  the  public  or  small  businesses. 

Another  highlight  of  1996-97  is  the 
growth  of  the  Recycling  Market 
Development  Zone  Program.  This 
program  is  designed  to  promote  the 
recycling  of  waste  materials  into 
useful  products,  and  to  assist  in  the 
establishment  of  recycling  busi- 
nesses through  the  use  of 
low-interest  loans. 

The  Solid  Waste  Disposal  and  Co- 
Disposal  Site  Cleanup  Program  is 
new  and  is  designed  to  assist  local 
governments  in  cleaning  up  illegal 
and  abandoned  dumping  sites 
where  public  health  and  safety  are 
at  risk.  In  only  two  years  of  opera- 
tion, work  has  been  completed  at  18 
of  36  sites  that  have  been  identified. 

A  final  highlight  is  the  Local  En- 
forcement Assistance  Program  that  is 
providing  training,  evaluation  and 
technical  assistance  to  local  govern- 
ments to  continue  the  Board's 
support  in  helping  them  meet  the 
mandates  set  forth  in  the  Integrated 
Waste  Management  Act. 
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DEPARTMENT  OF  PESTICIDE 
REGULATION 

The  Department  of  Pesticide  Regula- 
tion has  the  primary  responsibility 
for  regulating  all  aspects  of  pesti- 
cide sales  and  use  to  protect  the 
public  health  and  the  environment. 
The  Department's  mission  is  to 
evaluate  and  mitigate  impacts  of 
pesticide  use,  maintain  the  safety  of 
the  pesticide  workplace,  ensure 
product  effectiveness,  and  encour- 
age the  development  and  use  of 
reduced-risk  pest  control  practices 
while  recognizing  the  need  for  pest 
management  in  a  healthy  economy. 

Highlights  for  1996-97  include  the 
completion  of  the  "harmonization" 
effort  with  the  United  States  Envi- 
ronmental Protection  Agency  to 
align  scientific  assessments,  and  to 
remove  unnecessary  duplication  of 
effort  in  pesticide  registration.  In 
addition,  the  Department  will 
implement  an  agreement  with  the 
State  Water  Resources  Control 
Board  to  coordinate  water  issues 
related  to  pesticide  usage. 

STATE  WATER  RESOURCES 
CONTROL  BOARD 

The  State  Water  Resources  Control 
Board  has  primary  responsibility  for 
maintaining  water  quality  in  the 
State.  The  Board  accomplishes  this 
through  planning,  research  and 
monitoring  programs,  as  well  as 
regulatory  oversight  for  the  State's 
surface,  ground,  and  coastal  waters. 
In  1996-97,  the  Board  plans  to 
perform  some  3,400  compliance 
inspections  of  permitted  facilities, 
and  issue  or  update  1,140  permits. 
The  Board  also  issues  permits  for 
water  rights,  specifying  amounts, 
conditions  and  timetables  for 
diversion  and  storage.  The  Board 
plans  to  issue  60  water  rights 
permits  and  adopt  7  major  water 
rights  orders  in  the  coming  year. 


Other  highlights  for  1996-97  include 
the  reduction  of  $3.8  million  of 
special  fund  monies  in  the  Board's 
Water  Quality  Planning  Program. 
This  leaves  sufficient  funding  of 
$1.2  million  for  the  adoption  of  two 
statewide  water  quality  control 
plans:  the  Inland  Surface  Water  Plan 
and  the  Enclosed  Bays  and  Estuaries 
Plan.  In  addition,  a  $350  thousand 
contract  augmentation  has  been 
included  for  implementation  of  the 
Bay-Delta  Water  Quality  Standards 
Control  Plan.  Also  included  is  the 
addition  of  $10  million  for  expan- 
sion of  the  Leaking  Underground 
Storage  Tank  Cleanup  Program, 
which  continues  the  implementa- 
tion of  legislation  that  scheduled 
mill  assessment  increases  on 
petroleum  and  petroleum  products 
stored  in  underground  tanks.  This 
augmentation  will  accelerate 
reimbursements  to  tank  owners 
who  submit  claims  for  cleanup 
costs.  The  Board  is  also  providing 
$4.5  million  for  continued  assis- 
tance to  the  City  of  Los  Angeles  for 
reclaimed  waste  water  distribution 
projects,  enabling  Los  Angeles  to 
phase  out  its  use  of  Mono  Lake 
water. 

DEPARTMENT  OF  TOXIC 
SUBSTANCES  CONTROL 

The  Department  of  Toxic  Substances 
Control  is  responsible  for  oversee- 
ing the  cleanup  of  hazardous 
substance  release  sites  and  for 
monitoring  and  regulating  hazard- 
ous waste  transportation,  treatment, 
storage,  and  disposal  in  California. 
The  Department's  programs  cover 
site  mitigation  (including  the 
stabilization  of  clandestine  drug 
laboratory  sites),  hazardous  waste 
management,  pollution  prevention, 
waste  minimization,  and  technology 
development. 

Highlights  for  1996-97  include  the 

proposed  addition  of  over 

$30  million  from  the  General  Fund 


to  support  the  State's  share  of 
cleanup  costs  at  the  Stringfellow 
and  Casmalia  hazardous  waste 
landfill  sites.  The  State  has  been 
found,  in  federal  district  court,  to  be 
100  percent  liable  for  the  past  and 
future  costs  of  cleaning  up  the 
contamination  at  the  Stringfellow 
site;  however,  this  ruling  is  under 
appeal.  Continued  funding  of  the 
Stringfellow  site  is  necessary  to 
provide  for  future  maintenance 
costs  at  the  site.  In  the  case  of  the 
Casmalia  site,  the  State  has  also 
been  named  as  a  responsible  party 
for  a  portion  of  the  contamination, 
and  has  been  put  on  notice  that  a 
bill  for  its  share  of  the  cleanup  costs 
will  be  forthcoming.  Additionally, 
approximately  $1.6  million  (General 
Fund)  has  been  included  to  fund  an 
increase  in  cleanup  costs  associated 
with  the  Clandestine  Drug  Lab 
Cleanup  Program. 

Chapter  638,  Statutes  of  1995, 
among  its  many  provisions,  reduced 
the  disposal  fee  and  changed  the 
point  of  fee  collection  from  the 
waste  generator  to  the  disposal  site. 
The  Legislature  expressed  intent 
that  this  more  efficient  collection 
mechanism  result  in  reduced 
administrative  costs  at  the  Board  of 
Equalization  of  at  least  $1.5  million 
annually;  and,  accordingly,  the 
Department's  funds  for  contracting 
with  the  Board  for  fee  collection 
services  have  been  reduced  by 
$1.5  million.  Chapter  638  also 
requires  CalEPA  to  form  a  task  force 
to  develop  recommendations  to 
consolidate  and  simplify  the 
Department's  fees.  Proposals  will  be 
developed  in  1996. 

The  Hazardous  Waste  Control 
Account  (HWCA),  the  Department's 
primary  funding  source,  continues 
to  experience  significant  declines  in 
revenue  due  to  a  number  of  factors 
including  statutorily  reduced  fees 
and  a  reduction  in  the  number  of 
waste  disposers  who  pay  fees.  As  a 
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result,  the  Department  has  pro- 
posed internal  HWCA  expenditure 
and  position  reductions  in  1996-97, 
as  well  as  a  $1.6  million  HWCA 
funding  reduction  to  the  Depart- 
ment of  Health  Services.  These 
reductions  will  bring  expenditures 
to  a  level  consistent  with  anticipated 
revenues  and  cause  remaining 
resources  to  be  shifted  to  the 
highest  priority  work. 

OFFICE  OF  ENVIRONMENTAL 
HEALTH  HAZARD  ASSESSMENT 

The  Office  of  Environmental  Health 
Hazard  Assessment  (OEHHA) 
protects  and  enhances  public  health 
and  the  environment  by  objective 
scientific  evaluation  of  risks  posed 
by  hazardous  substances.  OEHHA 
provides  CalEPA  boards  and  depart- 
ments with  scientific  tools,  informa- 
tion, and  advice  upon  which  to  base 
risk  management  decisions.  Also, 
OEHHA  is  the  lead  agency  for 
implementation  of  the  Safe  Drinking 
Water  and  Toxic  Enforcement  Act  of 
1986  (Proposition  65);  has  responsi- 
bility for  the  Hazardous  Substances 
Cleanup  Panel  that  renders  final 
binding  decisions  on  the  allocation 
of  cleanup  costs  for  hazardous 
waste  sites  named  on  the  California 
Superfund  List;  and  is  responsible 
for  registering  environmental 
assessors  through  the  Registered 
Environmental  Assessors  Program 
(REA). 


proposed  as  OEHHA's  portion  of  the 
phase-down  of  the  Air  Toxics  Hot 
Spots  Program. »w 


In  1996-97,  the  REA  program  is 
proposed  to  be  expanded  to  include 
a  "Private-Site  Manager"  designation 
to  speed  up  contaminated  site 
cleanups  and  to  address  various 
additional  responsibilities.  Also 
proposed  is  the  transfer  of  the 
Hazardous  Materials  Data  Manage- 
ment Program  to  the  Department  of 
Toxic  Substances  Control  for  greater 
efficiency.  Lastly,  a  reduction  of 
approximately  $1.1  million  is 
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le  Resources  Agency  is 
responsible  for  the  State's  policies, 
programs,  and  activities  relating  to 
the  conservation,  management,  and 
enhancement  of  California's  natural 
and  cultural  resources,  including 
land,  fish,  wildlife,  water,  timber, 
and  minerals.  The  Agency  has 
administrative  responsibility  for  18 
state  departments,  boards,  commis- 
sions, and  conservancies. 

In  1991,  the  Governor  launched  an 
ambitious  multipart  program  for  a 
new  era  of  stewardship  of 
California's  rich  variety  of  natural 
and  cultural  resources.  Called 
"Resourceful  California,"  this 
program — together  with  other 
policy  initiatives  such  as  the 
Governor's  State  Water  Policy 
Framework — serves  as  a  continuing 
agenda  for  resource  conservation 
and  management  in  California.  The 
Administration's  vision  for  this 
stewardship  is  predicated  on 
innovative  and  effective  approaches 
to  fully  and  responsibly  conserve 
the  State's  diverse  resources;  to 
encourage  sustainable,  long-term 
economic  development;  and  to 
promote  partnerships  between  the 
public,  private,  and  nonprofit 
sectors. 


Among  the  principal  accomplish- 
ments of  the  Agency  since  1991  are: 

■*■  Southern  California  pilot  applica- 
tion of  Natural  Community 
Conservation  Planning  (NCCP) 
program,  which  provides  for  local 
government  and  private  land- 
owner involvement  in  compre- 
hensive habitat  planning  as  an 
alternative  to  the  inflexible, 
single-species  approach  of  the 
State  and  federal  Endangered 
Species  Acts. 

■*■  Implementation  of  the 

Governor's  comprehensive  water 
policy,  the  first  such  framework 
for  California  in  over  25  years, 
including  an  historic  agreement 
between  the  State  and  federal 
governments  regarding  the 
management  of  the  critically 
important  San  Francisco  Bay/ 
Sacramento-San  Joaquin  Delta. 

■*•  Promulgation  of  comprehensive 
timber  harvest  regulations  which 
provide  for  long-term  sustained 
yield  forestry. 

■*■  Creation  of  the  California  Envi- 
ronmental Resources  Evaluation 
System  (CERES)  http://ceres.ca.gov) 
a  comprehensive  Internet  data- 


base on  California's  natural 
resources. 

"*•  Implementation  of  the  State's 
first  comprehensive  wetlands 
policy,  which  provides  for  regula- 
tory streamlining  and  a  long-term 
increase  in  quantity  and  quality 
of  California  wetlands,  and  the 
facilitation  of  the  State's  purchase 
of  the  Napa  Marsh,  the  largest 
public  acquisition  of  coastal 
wetlands  in  California  history. 

■*•  Improved  management  of  state 
park  lands,  increased  opportuni- 
ties for  the  creation  of  local 
parks,  and  the  establishment  of 
new  tools  for  managing  historic 
resources. 

■*•  Continued  advocacy  for  reform  of 
the  California  Endangered 
Species  Act  to  move  away  from 
species-by-species  management 
to  a  more  integrated  multiple- 
species  and  habitat  planning. 

•*■  Strong  advocacy  for  meaningful 
reform  of  the  California  Environ- 
mental Quality  Act  in  order  to 
eliminate  redundancy  and  to 
facilitate  comprehensive  environ- 
mental reviews. 
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For  1996-97,  the  major  policy 
initiatives  which  are  proposed  to  be 
pursued  by  the  Resources  Agency 
are  as  follows: 

Institutional  and  Fiscal  Reform  of 
the  Department  of  Fish  and 
Game.  Consistent  with  its  strategic 
planning  process,  the  Department 
of  Fish  and  Game  will  be  proposing 
in  the  spring  of  1996  its  plan  for 
institutional  and  fiscal  reform.  This 
reform  effort  is  critical  to  the 
Department  achieving  a  more 
effective  and  responsive  organiza- 
tional structure  to  fulfill  its  role  and 
mission  to  the  public  and  steward- 
ship of  the  State's  natural  resources. 

Potential  Privatization  in  Select 
Resources  Programs.  The  Re- 
sources Agency,  in  cooperation  with 
the  affected  departments,  will  be 
exploring  and  evaluating  opportuni- 
ties that  foster  greater  privatization 
in  selected  resource  programs/ 
activities  such  as  in  the  Departments 
of  Parks  and  Recreation  and  Boating 
and  waterways,  and  the  Off-Highway 
Vehicle  Program. 

Evaluation  of  the  State's  Water 
Delivery  System.  Consistent  with 
the  Governor's  emphasis  on  infra- 
structure and  privatization,  the 
Resources  Agency  will  undertake  a 
study  to  explore  and  evaluate 
potential  alternative  financing  and 
operational  approaches  to  ensure 
the  most  cost-effective  service  for  all 
Californians,  and  that  the  State's 
critical  water  infrastructure  needs 
are  met. 

Integrated  Resource  Management 
for  California's  Regions.  Since 
1992,  the  Resources  Agency  has  had 
pilot  projects  in  four  of  the  State's 
ten  distinct  ecological  regions — the 
Klamath/North  Coast,  the  Sierra 
Nevada  range,  the  San  Francisco 
Bay/Sacramento-San  Joaquin  Delta 
estuary,  and  the  South  Coast  area. 
While  significant  work  continues  in 


the  four  pilots,  the  Resources 
Agency  proposes  adding  new 
initiatives  to  two  of  the  pilots,  as 
follows: 

•*■  Klamath/North  Coast  Salmon 
Fishery.  The  Resources  Agency, 
along  with  the  Departments  of 
Fish  and  Game  and  Forestry  and 
Fire  Protection,  is  exploring  a 
new,  comprehensive  watershed 
approach  to  the  management  of 
the  Klamath  region's  resources 
with  a  particular  emphasis  on  the 
State's  coastal  salmon  fishery. 

•*"  The  Sierra  Nevada  Range.  The 
new  funding  proposed  in  the 
Department  of  Forestry  and  Fire 
Protection's  budget  will  be  used 
to  assist  local  governments  and 
landowners  in  pursuing  coopera- 
tive, integrated  resource  manage- 
ment across  the  Sierra  Nevada 
bioregion. 

Infrastructure  Funding  for  the 
State's  Bay-Delta  Restoration 
Program.  Recognizing  a  critical 
need  for  a  solution  to  water  issues 
impacting  the  San  Francisco  Bay/ 
Sacramento-San  Joaquin  Delta 
ecosystem,  and  to  further  the 
objectives  of  the  Governor's  Water 
Policy  Framework,  the  December 
1994  Bay-Delta  Accord  and  the 
Central  Valley  Project  Improvement 
Act,  a  $220  million  General  Obliga- 
tion bond  will  be  proposed  for  the 
November  1996  Election.  The 
purpose  of  the  Act  will  be  to  finance 
various  infrastructure  programs/ 
projects  to  protect,  maintain, 
restore,  and  enhance  the  overall 
quality  of  the  San  Francisco  Bay/ 
Sacramento-San  Joaquin  Delta 
environment  including,  but  not 
limited  to,  agriculture,  fish  and 
wildlife  habitat,  and  recreational 
activities;  balanced  water  supply 
and  flow  capabilities;  and  improved 
flood  control.  See  Infrastructure  in 
the  Budget  Summary  for  more 
details  on  this  program. 


DEPARTMENT  OF  PARKS  AND 
RECREATION 

The  Department  of  Parks  and 
Recreation  is  responsible  for 
acquiring,  preserving,  developing, 
and  managing  the  natural,  cultural, 
and  recreational  resources  in  the 
State  Park  System,  the  State  Vehicu- 
lar Area  System,  and  the  State  Trail 
System.  The  State  Park  System 
consists  of  265  park  units,  including 
38  units  administered  by  local  and 
regional  park  agencies.  These  park 
units  contain  approximately 
3,000  miles  of  trails  on  1.3  million 
acres;  280  miles  of  coastline;  811 
miles  of  lake,  reservoir,  and  river 
frontage;  and  nearly  18,000  camp- 
sites. Approximately  70  million 
visitor-days  are  expected  in  1996-97. 

The  Governor's  Budget  proposes  an 
expenditure  level  of  $219.7  million, 
which  includes  $180.6  million  and 
2,772  personnel  years  for  support  of 
state  operations;  $20.8  million  for 
local  assistance  grants;  and 
$18.3  million  in  capital  outlay 
projects. 

The  people  of  California  own  a 
system  of  parks,  beaches,  trails, 
wildlife  areas,  and  other  open 
spaces  that  is  second  to  none  in  the 
United  States.  Across  the  more  than 
265  units  of  the  California  State 
Parks  System  are  some  of  the  most 
recognizable  and  most  widely 
visited  areas  in  the  country. 

Increasing  the  stewardship  of  these 
wonderful  resources  entails  sub- 
stantial challenges.  The  usage  of 
state  parks  increases  across  the 
State,  yet  the  traditional  sources  of 
revenue  available  to  the  Department 
of  Parks  and  Recreation  have 
declined  markedly  in  recent  years. 
Most  importantly,  however,  General 
Fund  support  for  the  Department 
has  decreased  by  approximately  50 
percent  in  recent  years. 
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The  Administration  has  insisted  that 
state  parks  remain  open  and  acces- 
sible to  all  Californians.  This  essen- 
tial goal  has  been  achieved  by  the 
Department  through  ingenuity, 
creativity,  and  sound  stewardship. 
The  efforts  include  an  administra- 
tive reorganization  that  eliminated 
staff  in  Sacramento  and  pushed 
greater  resources  into  the  field;  a 
pilot  program  in  performance-based 
budgeting  that  has  helped  cut  costs 
and  maximize  badly  needed  finan- 
cial resources;  and  a  cooperative 
agreement  with  the  National  Park 
Service  for  joint  management  of  the 
state  and  national  parks  in  three 
regions  of  California. 

However,  none  of  these  actions — 
singularly  or  collectively — has  fully 
met  the  growing  fiscal  challenge  for 
the  State  Parks  System.  While  park 
fee  revenue,  entrepreneurial  activity, 
and  innovative  funding  strategies 
have  increased  to  fill  most  of  the 
funding  gap,  the  loss  of  General 
Fund  support  continues  to  severely 
challenge  the  Department's  ability 
to  keep  all  parks  open. 

In  light  of  this  reality,  the  Governor 
has  directed  the  Department  of 
Parks  and  Recreation  to  build  on  its 
recent  management  successes  and 
to  design  a  sound,  long-term 
strategy  for  the  parks  system  to 
adapt  to  these  changing  fiscal 
realities.  As  a  result,  the  Department 
has  undertaken  a  comprehensive  re- 
evaluation  of  its  functions  and 
resources. 

The  Department  proposes  a  five- 
year  plan  to  make  state  parks  more 
financially  stable  through  new  and 
continuing  strategies,  including 
increased  privatization  efforts;  wider 
use  of  the  transfer  of  control  and/or 
management  of  park  units  to  local 
governments  and  the  nonprofit 
sectors;  new  fee  structures;  and 
performance-based  budgeting.  In 
addition  to  generating  $3  million 


more  in  revenues,  an  initial  General 
Fund  augmentation  of  $16.4  million 
will  be  provided  in  1996-97  for  the 
support  of  the  Department.  This 
level  of  augmentation  will  be 
phased  out  over  a  five-year  period 
upon  implementation  of  a  new 
financial  model,  which  includes 
privatization  opportunities  and 
flexibility  in  state  administration/ 
operational  processes.  This  plan  will 
allow  the  State  to  pursue  opportuni- 
ties that  realign  its  parks  and 
recreation  services  provided  to  the 
public  on  a  statewide  basis. 

Performance-Based  Budgeting.  As 
one  of  the  departments  in  the 
Performance-Based  Pilot  Project,  the 
Department  negotiated  a  perfor- 
mance-based budget  agreement 
with  the  Legislature  for  the  1995-96 
fiscal  year.  The  performance  agree- 
ment is  contained  in  a  Memoran- 
dum of  Understanding  (MOU)  that 
identifies  performance  measures, 
specific  relief  from  control  agencies, 
and  a  specified  level  of  budgetary 
support.  It  is  anticipated  that  over 
the  next  few  years  the  Department's 
entire  budget  will  be  presented  in 
terms  of  outcome/measures. 

Capital  Outlay 

The  Governor's  Budget  proposes  a 
$18.3  million  capital  outlay  program 
for  the  Department.  Program 
funding  would  provide  for  public 
safety  within  parks  with  $2.5  million 
for  a  Southern  California  multi- 
district emergency  dispatch  center 
and  a  storm  damage  response 
program.  The  budget  also  proposes 
$1.8  million  to  repair  the  failing 
sewer  system  at  Pfeiffer  Big  Sun 
State  Park  and  $2.5  million  for 
acquisition  of  habitat  areas,  with 
$  1  million  of  that  designated  for  the 
Santa  Lucia  Mountains.  Approxi- 
mately $8.2  million  in  restricted 
funds  from  the  Off-Highway  Vehicle 
Fund  would  be  used  to  establish  a 
state  vehicular  recreation  area  in 


San  Diego  and  expand  an  existing 
park  in  Hollister. 

DEPARTMENT 
OF  FISH  AND  CAME 

The  objective  of  the  Department  of 
Fish  and  Game  is  to  maintain  all 
species  of  fish  and  wildlife  for  their 
natural  and  ecological  values,  varied 
recreational  uses,  and  economic 
values.  The  Department  manages 
more  than  500,000  acres  of  wildlife 
habitat,  including  80  wildlife  areas 
and  67  ecological  reserves.  The 
Governor's  Budget  proposes 
$165  million  and  1,947  personnel 
years  for  the  Department's  state 
operations  and  local  assistance 
programs. 

Institutional  and  Fiscal  Reform. 
The  Department  of  Fish  and  Game 
needs  fundamental,  organizational, 
and  fiscal  reform  to  enable  it  to 
meet  current  challenges  and  pre- 
pare it  for  the  2 1st  century.  The 
Department,  which  is  at  the  focal 
point  for  reconciling  the  demands 
of  a  growing  population  with  the 
needs  of  California's  enormous 
natural  heritage,  has  not  been 
systematically  reorganized  since  the 
1950s.  Additionally,  major  new 
statutory  responsibilities  have  been 
assigned  the  Department  over  the 
last  two  decades. 

In  May  1995,  the  Department 
released  its  strategic  plan  which 
maps  out  the  strategic  direction  the 
Department  must  take  to  effectively 
fulfill  its  mission.  Among  other 
things,  the  plan,  where  appropriate, 
shifts  the  Department's  focus  from 
single-species  management  to  broad 
large-scale  habitat  and  ecosystem 
management.  Once  the  organiza- 
tional and  programmatic  reforms 
are  under  way,  then  attention  will 
be  directed  towards  fiscal  reform  of 
the  Department. 


m 


O^atural  '^Resources 


Consistent  with  the  themes  outlined 
in  the  plan  and  the  institutional 
reform,  the  Department  will  be 
developing  a  long-term  and  stable 
funding  strategy  from  appropriate 
funding  sources  to  support  its 
general  resource  conservation  and 
environmental  protection  programs. 
Additionally,  the  Department  will 
revise  its  fiscal  management  poli- 
cies, practices,  and  systems;  its 
revenue  forecasting  techniques;  and 
its  fiscal  management  reporting 
capabilities. 

Klamath/North  Coast  Salmon 
Fishery  Initiative.  The  Resources 
Agency,  together  with  the  Depart- 
ments of  Fish  and  Game  and 
Forestry  and  Fire  Protection,  has 
undertaken  a  new,  comprehensive 
approach  to  the  management  of 
California's  coastal  salmon  fishery. 
This  effort  is  to  prevent  the  usual 
adverse  economic  impacts  and 
regulatory  burdens  that  accompany 
the  listing  of  species  under  the 
federal  Endangered  Species  Act, 
such  as  in  the  case  of  the  Coho 
Salmon.  An  assessment  to  deter- 
mine the  feasibility  of  such  an 
integrated  watershed  program,  as 
well  as  associated  costs  and  future 
direction,  will  be  completed  in  the 
spring  of  1996. 

Creation  of  a  Comprehensive 
Model  Wetlands  Program.  In 

August  1993,  the  Governor  an- 
nounced the  State  Wetlands  Conser- 
vation Policy.  The  primary  objectives 
are  to  realize  a  gain  of  wedand 
acreage  in  the  long  term,  with  no 
net  loss  in  the  short  term;  reduce 
the  regulatory  complexity  surround- 
ing wetland  issues;  and  promote 
cooperative  partnerships  to  encour- 
age wetlands  protection. 

**•  Since  establishment  of  the  policy, 
the  Resources  Agency  has: 

■*•  Acquired  over  10,000  acres  of 
wedands  in  the  northern 


San  Francisco  Bay  and  3,500 
acres  in  the  Yolo  Basin  Wildlife 
Area,  a  multi-use  project  incorpo- 
rating wedands  protection,  flood 
control,  wildlife,  and  agriculture. 

■*■  Begun  the  Sonoma  Baylands 
Restoration  Project,  which  is 
restoring  a  wedand  to  its  natural 
tidal  regime  while  allowing  the 
disposal  of  dredge  deposits  from 
the  port  of  Oakland. 

■*■  Restored  Batiquitos  Lagoon  to  its 
natural  tidal  habitat. 

•*■  Begun  developing  a  computer- 
ized State  Wedands  Information 
Clearinghouse  using  the  State's 
CERES  computer  network.  This 
Wetlands  Information  Clearing- 
house will  house  information  on 
wetland  resources,  agencies 
responsible  for  wetland-related 
activities,  restoration  and  mitiga- 
tion information,  and  the  steps 
necessary  to  obtain  a  wedand 
permit. 

Funding  proposed  for  wetland 
activities  in  1996-97  includes: 

•*■  $350  thousand  to  provide  staff 
and  operating  expenses  to 
support  the  development  and 
maintenance  of  a  statewide 
wedands  inventory  database. 

■*•  $450  thousand  to  implement 
wetlands  conservation  policy  in 
the  San  Francisco  Bay  Area  and 
Southern  California. 

■*■  $600  thousand  to  continue  the 
operation  and  maintenance  of 
the  Yolo  Basin  Wildlife  Area. 

■*•  $1.5  million  to  continue  the 
operation  and  maintenance  of 
Central  Valley  Waterfowl  habitat. 

■*•  $60  thousand  to  continue 
providing  staff  for  the  Riparian 
Joint  Venture. 


Additional  wetland  efforts  are 
funded  with  federal  and  private 
dollars. 

WILDLIFE  CONSERVATION 
BOARD 

The  Wildlife  Conservation  Board, 
working  in  conjunction  with  the 
program  directives  of  the  Depart- 
ment of  Fish  and  Game,  acquires, 
preserves,  protects,  develops, 
enhances  and  restores  wetlands, 
riparian  habitat,  wildlife  habitat, 
lands  supporting  California's 
unique,  threatened  or  endangered 
plants,  animals,  and  natural  commu- 
nities, and  provides  access  to  the 
State's  fish  and  wildlife  natural 
resources.  For  1996-97,  the 
Governor's  Budget  proposes 
$23. 5  million  and  14  personnel 
years  for  the  Board's  state  opera- 
tions, local  assistance  and  capital 
ouday  programs. 

Protecting  Rivers  and  Riparian 
Habitat.  In  1991,  the  Riparian 
Habitat  Conservation  program  was 
established  in  the  Wildlife  Conserva- 
tion Board  by  Chapter  762,  Statutes 
of  1991.  In  1993,  the  program 
began  a  statewide  inventory  of 
riparian  resources  as  the  first  step. 
Under  the  program,  the  Board  has 
begun  protecting  important  riparian 
resources  in  the  Santa  Margarita  and 
Cosumnes  River  watersheds. 

Chapter  1251,  Statutes  of  1993, 
authorized  the  acquisition  of  land 
for  open  space  conservation,  habitat 
protection,  and  riparian  restoration 
in  the  vicinity  of  the  Stanislaus, 
Tuolumne,  Merced,  and  San  Joaquin 
Rivers.  Studies  were  conducted  on 
Mill  and  Deer  Creeks  in  Tehama 
County  which  determined  that 
segments  of  both  creeks  were 
eligible  and  suitable  for  inclusion  in 
the  California  Wild  and  Scenic 
Rivers  System.  The  Secretary  for 
Resources  recommended  that  Mill 
Creek  be  considered  for  inclusion 
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and  that  Deer  Creek  consideration 
be  withheld  for  one  year  while  a 
watershed  management  plan  is 
being  developed.  Subsequently,  the 
Governor  signed  Chapter  183, 
Statutes  of  1995,  which  protects 
both  creeks  from  major  dams, 
diversions,  and  other  water  im- 
poundment facilities. 

Inland  Wetlands  Conservation 
Program.  The  budget  proposes 
$1.0  million  to  continue  wetland 
programs  identified  in  the  Central 
Valley  Habitat  Joint  Venture  Plan. 

DEPARTMENT  OF  FORESTRY 
AND  FIRE  PROTECTION 

The  Department  of  Forestry  and 
Fire  Protection  (CDF)  provides  fire 
prevention  and  suppression  for 
approximately  36  million  acres  of 
publicly  and  privately  owned 
wildlands,  and  administers  local 
government  fire  protection  under 
contract.  The  Department  regulates 
logging  practices  on  private  forest- 
land,  provides  advisory  assistance 
on  forest  management  to  landown- 
ers, administers  urban  forestry 
grants,  regulates  controlled  burning 
of  brush  lands,  and  manages  eight 
state  demonstration  forests  and  two 
state  nurseries.  The  budget  pro- 
poses a  total  of  $410.1  million  and 
4,65 1  personnel  for  the 
Department's  state  operations  and 
local  assistance  programs. 

Pre-Fire  Management  The  distinc- 
tion among  urban,  rural,  and 
wildland  fire  environments  has 
become  less  clear  in  recent  years 
because  of  the  State's  rapid  popula- 
tion growth  and  accompanying 
residential,  commercial,  and  indus- 
trial development  in  rural  and 
wildland  settings.  The  increased 
complexity  of  the  fire  problem  in 
California  is  creating  new  manage- 
ment challenges  for  all  fire  manage- 
ment agencies  that  must  be  ad- 


dressed in  a  cooperative  and 
thoughtful  manner. 

The  Board  of  Forestry  is  required  by 
the  Public  Resources  Code  to 
develop  a  fire  plan  for  State-respon- 
sibility wildlands  in  California  that 
assures  equal  protection  to  lands  of 
similar  type.  In  this  environment, 
the  Board  has  opted  to  utilize  a  new 
framework  for  meeting  its  statutory 
responsibility.  This  framework 
provides  an  opportunity  to  consider 
efforts  aimed  at  preventing  the 
damage  fires  can  cause,  reducing 
the  cost  of  suppressing  fires,  and 
improving  forest  health. 

To  provide  tools  to  enable  the 
Board  of  Forestry  to  embark  on  its 
new  approach  through  the  fire  plan, 
CDF  has  begun  a  Pre-Fire  Manage- 
ment Initiative.  This  is  a  compre- 
hensive application  of  fire  safety,  fire 
prevention,  and  fire  hazard  reduc- 
tion techniques.  For  1996-97,  the 
budget  includes  $800  thousand  for 
an  initial  nine  Pre-Fire  Engineers  to 
build  on  existing  efforts  to  provide  a 
comprehensive,  statewide  pre-fire 
management  approach.  Full  imple- 
mentation in  all  CDF  ranger  units 
will  occur  by  spring  1999- 

CDF/State  Fire  Marshal  Consoli- 
dation. On  September  6,  1995,  the 
Governor's  Reorganization  Plan  No. 
3,  as  introduced  on  June  16,  1995, 
became  effective.  This  plan  provides 
for  the  consolidation  of  fire  services 
provided  by  CDF  and  the  Office  of 
the  State  Fire  Marshal,  and  ensures 
the  efficient  and  effective  protection 
of  the  public.  In  1996-97,  the 
programs  and  activities  of  the  State 
Fire  Marshal  will  be  fully  integrated 
into  CDF. 

Capital  Improvements 

The  Governor's  Budget  for  1996-97 
proposes  a  $16.7  million  capital 
outlay  program  for  CDF  to  repair 
and  replace  critical  public  safety 


facilities  and  related  vital  infrastruc- 
ture to  allow  CDF  to  meet  its 
mission. 

DEPARTMENT  OF  WATER 
RESOURCES 

The  Department  of  Water  Resources 
(DWR)  protects,  conserves,  devel- 
ops, and  manages  California's  water 
for  many  uses,  including  agricul- 
tural, industrial,  municipal,  and 
environmental.  The  Department 
operates  the  State  Water  Project 
(SWP),  which  consists  of  27  dams 
and  reservoirs,  26  power  and 
pumping  plants,  and  over  700  miles 
of  aqueduct.  The  Department  also 
manages  the  State  Water  Bank, 
purchasing  water  from  districts  or 
agencies  with  surplus  water  in 
storage  and  from  farmers  or  districts 
that  can  replace  their  surface  supply 
by  pumping  groundwater.  The 
budget  proposes  a  total  of 
$340.9  million  and  2,795  personnel 
years  for  the  Department's  state 
operations  and  local  assistance 
programs. 

State  Water  Project  (SWP).  The 

Department  is  completing  construc- 
tion of  the  SWP's  Coastal  Branch, 
with  a  scheduled  operational  date  of 
November  1996.  The  project 
includes  a  102-mile  buried  pipeline, 
four  pumping  plants,  a  power 
recovery  plant,  and  four  water 
storage  tanks.  The  aqueduct  will 
transport  SWP  water  to  San  Luis 
Obispo  and  Santa  Barbara  Counties. 
Several  distribution  facilities  are 
concurrently  being  constructed  by 
local  water  purveyors  to  convey 
SWP  water  to  service  areas  within 
the  counties. 

Mono  Lake.  The  budget  proposes 
$9  million  for  the  third  year  of  a 
four-year  project  by  the  City  of  Los 
Angeles  to  replace  diversions  from 
Mono  Lake  and  restore  historical 
water  levels  in  the  lake. 
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Water  Conservation.  The  budget 
proposes  $300  thousand  and  two 
personnel  years  for  an  On-Farm 
Seasonal  Irrigation  Efficiency  and 
Water  Use  Proposal  as  part  of  the 
Agricultural  Water  Conservation 
Program.  This  proposal  will  help 
improve  irrigation  management 
statewide  through  irrigation  sched- 
uling and  irrigation  system  evalua- 
tion for  the  industry.  In  addition, 
$300  thousand  and  two  personnel 
years  are  proposed  for  the  Evalua- 
tion of  Effectiveness  of  Water 
Efficiency  Programs  in  Industry, 
which  will  support  DWR's  Urban 
Water  Conservation  Program  to 
promote  efficient  water  manage- 
ment by  commercial,  industrial  and 
institutional  water  users. 

Capital  Outlay 

The  budget  proposes  $6.4  million 
for  ongoing  local  flood  control 
projects  (West  Sacramento  Levee 
Project,  Mid-Valley  Levee  Recon- 
struction Project,  and  Sacramento 
River  Bank  Protection  Project).  The 
budget  also  proposes  $  1  million  to 
continue  implementation  of  the  San 
Joaquin  Valley  Drainage  Relief 
program.  This  program,  initiated  in 
1995-96,  purchases  agricultural  land 
in  drainage  problem  areas  from 
willing  sellers,  retires  it  from 
agricultural  use  to  alleviate  drainage 
problems,  markets  the  water  and 
uses  the  proceeds  to  continue  land 
purchases.  The  retired  land  will  be 
used  to  restore  wetlands  in  the  San 
Joaquin  Valley.  The  statute  authoriz- 
ing this  project  requires  that  the 
program  reach  self-sufficiency.  The 
Resources  Agency  will  be  studying 
the  best  path  to  achieve  that  goal 
during  1996-97. 

DEPARTMENT  OF 
CONSERVATION 

The  Department  of  Conservation 
protects  California's  earth  resources 
through  the  promotion  of  conserva- 


tion practices  and  wise  use  of  the 
State's  land,  energy,  and  minerals. 
The  budget  for  1996-97  proposes 
$414.4  million  and  600  personnel 
years  for  the  support  of  the 
Department's  programs. 

Beverage  Container  Recycling 
Program.  The  objectives  of  this 
program  are  to  ensure:  (1)  each 
beverage  container  type  included  in 
the  recycling  program  reaches 
an  80  percent  recycling  goal,  (2) 
litter  is  reduced  statewide,  and  (3) 
recycling  opportunities  maximize 
convenience,  to  the  extent  possible. 

The  budget  proposes  $385.4  million 
and  194  personnel  years  in  support 
of  the  Beverage  Container  Recycling 
and  Litter  Reduction  program. 

While  the  Recycling  program  has 
significantly  decreased  the  flow  of 
beverage  containers  to  landfills, 
recycling  rates  can  still  be  increased. 
In  response  to  this  situation, 
Chapter  624,  Statutes  of  1995,  was 
enacted  to  reduce  recycling  pro- 
gram expenditures,  reduce  process- 
ing fees  paid  by  beverage  distribu- 
tors and  container  manufacturers 
into  the  California  Beverage  Con- 
tainer Recycling  Fund  (CBCRF),  and 
increase  processing  fee  payments 
from  the  CBCRF  to  processors  and 
recyclers.  Without  Chapter  624/95, 
the  existing  processing  and  recy- 
cling fee  structure  would  have 
expired  on  January  1,  1996.  This 
would  have  then  required  the 
Division  of  Recycling  to  revert  to 
using  its  "old"  fee  calculation 
methods,  thus  resulting  in  higher 
fee  assessments  to  beverage  con- 
tainer manufacturers  and  distribu- 
tors. This  legislation  would  distrib- 
ute accumulated  CBCRF  reserves 
back  to  recycling  industry  busi- 
nesses. In  addition,  this  legislation 
also  established  two  new  accounts 
within  the  CBCRF  to  provide  funds 
for  increased  recycling  of  plastic  and 
bimetal  beverage  containers.  These 


program  changes  begin 
January  1,  1996,  and  expires  on 
January  1,  1999.  The  budget  reflects 
recycling  program  expenditure 
reductions  of  $1.3  million  in 
1995-96  and  $1.7  million  in  1996-97. 
These  provisions  continue  the 
current  regulatory  design  of  the 
existing  program.  It  is  the  intent  of 
the  Governor  to  examine  the  use  of 
market  forces  as  an  equally  effective 
alternative  to  achieving  California's 
recycling  goals. 

Agricultural  Land  Conservation. 

The  Agricultural  Land  Stewardship 
Program  was  established  by  Chap- 
ter 931,  Statutes  of  1995,  to  protect 
and  conserve  prime  agricultural 
land  threatened  by  development 
thus  resulting  in  the  permanent  loss 
of  this  valuable  environmental  and 
economic  resource.  This  program 
would  identify  agricultural  lands 
that  are  subject  to  immediate 
development  pressures  and  would 
offer  grants  to  local  governments 
and  nonprofit  entities  for  the 
purchase  of  conservation  easements 
to  retain  these  lands  for  agricultural 
uses  in  perpetuity.  The  budget 
proposes  $  1  million  in  1996-97  for 
this  purpose. 

THE  CALIFORNIA 
CONSERVATION  CORPS 

The  California  Conservation  Corps 
(CCC)  carries  out  a  dual  mission: 
the  conservation  and  development 
of  the  State's  natural  resources,  and 
the  employment  and  development 
of  young  men  and  women.  By 
bringing  California's  youth  and  the 
environment  together,  the  CCC 
provides  substantial  benefits  to 
both. 

The  CCC  provides  over  three 
million  hours  of  natural  resource 
work  and  disaster  assistance  each 
year.  The  estimated  1,860 
corpsmembers  budgeted  in  1996-97 
work  for  local,  state,  and  federal 
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agencies  in  cities  and  rural  areas. 
Typical  projects  include  landscaping 
and  construction  work,  trail  build- 
ing, wildlife  habitat  rehabilitation, 
stream  and  creek  clearance,  erosion 
control  efforts,  retrofitting  work  for 
energy  savings,  and  historic  renova- 
tion. The  CCC  serves  as  one  of 
California's  emergency  response 
forces,  providing  assistance  in 
earthquake  recovery,  firefighting, 
flood  control,  oil  spill  cleanup,  and 
snow  removal. 

During  the  course  of  their  year  in 
the  CCC,  corpsmembers  prepare  for 
the  work  force  by  developing  job 
skills  and  strengthening  academic 
skills.  Corpsmembers  take  classes 
ranging  from  GED  instruction  to 
community  college  courses;  centers 
also  have  computer  labs  to  boost 
computer  literacy. 

The  1996-97  budget  proposes 
$60.6  million  for  CCC  operations. 
The  CCC,  designated  as  a  perfor- 
mance-based budget  department, 
continues  to  seek  and  obtain  both 
special  funding  as  well  as  additional 
project  reimbursement  funds  for 
high  quality  conservation  work. 

For  18  years,  the  CCC  has  demon- 
strated the  potential  of  our  youth  to 
be  willing,  capable,  and  valuable 
contributors  to  meeting  the  State's 
needs.  Building  on  this  track  record 
of  success,  Governor  Wilson  has 
committed  to  increase  the  size  of 
the  CCC  50  percent  by  the  year 
2000.  In  fulfillment  of  this  commit- 
ment, the  budget  includes  $543 
thousand  from  the  General  Fund  to 
expand  both  state  corps  and  associ- 
ated local  corps  programs  by  60 
corpsmembers. 

STATE  CONSERVANCIES 

The  California  State  Coastal  Conser- 
vancy assists  in  the  preservation  of 
sensitive  or  unique  coastal  property, 
increases  public  access  to  coastal 


areas,  resolves  coastal  land  use 
disputes,  and  provides  grants  for 
various  coastal  activities.  In  accor- 
dance with  the  California  Wildlife 
Protection  Act  of  1990,  the 
Governor's  Budget  for  1996-97 
proposes  $4  milhon  from  the 
Habitat  Conservation  Fund  to  be 
used  for  Coastal  Resource  Enhance- 
ment activities.  An  additional 
$688  thousand  is  proposed  from  the 
State  Coastal  Conservancy  Fund  of 
1976  for  public  accessway  projects. 
This  program  funding  would 
provide  for  the  construction  of 
public  accessways  in  Malibu, 
Mendocino,  and  the  San  Francisco 
Bay  Area  as  well  as  a  statewide 
program  to  facilitate  acceptance  of 
offers  to  donate  public  access 
easements. 

The  Tahoe  Conservancy  acquires, 
preserves,  and  manages  lands  in  the 
Lake  Tahoe  region  to  protect  the 
natural  environment,  provide  public 
access  and  recreational  facilities, 
and  preserve  wildlife  habitat  areas. 
In  response  to  a  dead  and  dying 
tree  crisis  affecting  25  to  40  percent 
of  the  trees  in  the  Tahoe  Basin  and 
increased  acreage  acquired  by  the 
Conservancy,  the  1996-97 
Governor's  Budget  proposes  an 
increase  in  operating  support  of 
$236  thousand  from  the  General 
Fund.  The  Conservancy  will  hire 
crews  through  the  California 
Conservation  Corps  and  California 
Department  of  Forestry  and  Fire 
Protection  to  remove  dead  trees  and 
other  fire  hazards  from  Conservancy 
land.  An  additional  $4.5  million  in 
funding  from  the  General  Fund  and 
$483  thousand  from  the  Habitat 
Conservation  Fund  are  proposed  for 
capital  outlay  and  local  assistance 
programs.  Program  funding  will 
provide  for  acquisition,  construc- 
tion and  restoration  projects  to 
enhance:  public  access,  wildlife 
habitat  protection,  soil  erosion 
control,  stream  environment  zone 


and  watershed  restoration  and  lake 
water  quality. 

The  San  Joaquin  River  Conservancy 
acquires  and  manages  public  lands 
within  the  San  Joaquin  River  Park- 
way for  conservation  and  public 
enjoyment.  The  1996-97  Governor's 
Budget  proposes  $93  thousand 
from  the  Environmental  License 
Plate  Fund  (ELPF)  for  start-up 
administrative  support  which  will 
allow  the  Conservancy  to  develop  a 
five-year  capital  outlay  plan  and 
prepare  a  blueprint  for  self-suffi- 
ciency. The  budget  proposes  an 
additional  $40  thousand  from  ELPF 
for  repairs  to  an  existing  Conser- 
vancy-owned facility  that  will  allow 
the  Conservancy  to  establish  an 
office/interpretive  center  within  the 
parkway  area. 

The  Coachella  Valley  Mountains 
Conservancy  acquires  and  holds  for 
conservation  and  public  enjoyment 
the  public  lands  in  the  mountainous 
area  surrounding  the  Coachella 
Valley.  The  1996-97  Governor's 
Budget  proposes  $98  thousand 
from  the  ELPF  for  start-up  adminis- 
trative support.  Two  years  of  seed 
funding  will  assist  the  Conservancy 
to  develop  a  five-year  capital  outlay 
plan  and  self-sufficiency  plan  and  is 
expected  to  be  adequate  to  give  the 
Conservancy  an  opportunity  to 
achieve  self-sufficiency. 

DEPARTMENT  OF  BOATING 
AND  WATERWAYS 

The  program  objectives  and  respon- 
sibilities of  the  Department  of 
Boating  and  Waterways  are  develop- 
ing and  improving  boating  facilities 
throughout  the  State,  and  promot- 
ing the  safety  of  persons  and 
property  connected  with  the 
operation  of  vessels.  The  Depart- 
ment administers  a  local  assistance 
program  to  develop  boating  facili- 
ties and  programs  for  boating  safety, 
education,  water-related  law  en- 
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forcement,  beach  erosion  control, 
water  hyacinth  control,  and  the 
construction  of  boating  facilities  in 
the  State  Park  System  and  State 
Water  Project  reservoirs  and  to 
license  yacht  and  ship  brokers  and 
for-hire  vessel  operators.  To  meet 
these  needs,  the  1996-97 
Governor's  Budget  proposes 
$40. 1  million  in  expenditures  and 
66  personnel  years. 

With  these  funds,  the  Governor's 
Budget  provides  $8.7  million  for 
small  craft  harbor  loans  to  public 
agencies  to  make  access  and  shore- 
line improvements,  to  construct 
new  berths,  and  to  repair  existing 
facilities;  $4.1  million  for  grants  to 
construct  new,  and  to  improve 
existing,  boat  launching  facilities  on 
lakes  and  rivers;  $6  million  for  loans 
for  private  marina  development  and 
improvements;  $4.5  million  for 
capital  outlay  projects  primarily  to 
construct  new,  and  to  improve 
existing,  boating  facilities  at  nine 
state  parks  and  other  public  lands; 
and  $2.8  million  for  levee  repairs 
and  maintenance.  In  addition,  the 
Governor's  Budget  provides 
$7.6  million  in  aid  to  local  agencies 
for  boating  law  enforcement,  which 
is  double  the  amount  that  was 
provided  in  1995-96. ^ 
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he  Trade  and  Commerce 
Agency  was  created  by  the  Governor 
in  1992,  to  better  focus  California's 
efforts  on  economic  development 
and  job  creation  in  an  increasingly 
competitive  business  environment. 
The  Agency  serves  as  the  state's 
primary  organization  for  promoting 
business  development  and  job 
retention  efforts,  including  assisting 
in-state  expansion  of  existing 
companies  while  nurturing  the 
growth  of  emerging  industries, 
technologies,  and  small  businesses. 
The  Agency  develops  and  oversees 
international  trade  policy  and 
marketing  through  its  export 
finance,  foreign  trade,  and  invest- 
ment functions.  The  Agency  pro- 
vides business  assistance  services 
through  its  four  regional  economic 
development  offices  within  Califor- 
nia and  seven  international  trade 
and  investment  offices. 

The  Agency  also  seeks  to  improve 
the  strength  of  the  California 
economy  by  working  closely  with 
domestic  and  international  busi- 
nesses, economic  development 
corporations,  chambers  of  com- 
merce, regional  visitor  and  conven- 
tion bureaus,  and  permit-issuing 
governmental  agencies.  The 
Agency's  goal  of  increasing 


California's  competitiveness  in  the 
business  community  is  further 
served  through  the  Offices  of  Permit 
Assistance,  Strategic  Technology, 
Business  Development,  Tourism, 
Marketing  and  Communications, 
California-Mexico  Affairs,  and  the 
California  Film  Commission. 

The  Governor's  Budget  for  1996-97 
proposes  total  expenditures  of 
$69  million  and  286  personnel 
years,  a  reduction  of  $  14  million 
and  13  positions  from  the  current 
fiscal  year.  The  1995-96  budget 
reflects  significant  one-time  expen- 
ditures of  bond  funds,  special  funds 
and  federal  funds  which  are  not 
repeated  in  1996-97. 

Major  budget  proposals  for  1996-97 
include: 

Matching  Grants  for  Communi- 
ties with  Closing  Military  Bases. 

An  augmentation  of  S3  million  to 
the  Defense  Adjustment  Matching 
Grant  Program,  to  provide  matching 
grants  to  local  agencies  for  military 
base  reuse  and  defense  conversion 
planning  and  implementation. 

Economic  Development  Market- 
ing Fund.  An  augmentation  of 
$500  thousand  for  increased 


advertising  and  marketing  of 
California's  business  climate  and  as 
a  location  for  businesses  to  expand 
or  locate.  The  new  funds  will  be 
targeted  for  marketing  closed 
military  bases  ($250  thousand), 
promoting  film  production  in 
California  ($100  thousand),  and 
cooperative  marketing  projects 
($150  thousand). 

Regulation  Review  Unit.  An 

augmentation  of  $400  thousand  and 
5  positions  to  continue  the  Regula- 
tion Review  Unit  (established  in 
1995)  for  the  purpose  of  reviewing 
economic  and  business  impact 
assessments  regarding  proposed 
environmental  regulations  to  ensure 
that  negative  impacts  on  the  state's 
business  climate  are  minimized. 

Expansion  of  the  Petroleum 
Underground  Storage  Tank 
Program.  An  augmentation  of  $301 
thousand  and  3  positions  to  provide 
additional  support  and  loan  funds 
for  the  Replacement  of  Petroleum 
Underground  Storage  Tank  (RUST) 
Program.  The  RUST  program  makes 
loans  to  persons  to  upgrade, 
replace,  or  remove  petroleum 
underground  storage  tanks  to  meet 
applicable  local,  state,  or  federal 
standards.  Chapter  431,  Statutes  of 
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1993,  (AB  2040)  abolishes  various 
restrictions  that  will  enable  more 
loan  applicants  to  qualify  including 
unlicensed  and  undocumented 
underground  storage  tank  owners. 
Net  local  assistance  expenditures 
show  a  reduction  because  this 
maturing  program  is  beginning  to 
produce  a  substantial  amount  of 
loan  repayments  which  offset 
expenditures. 

Technology  Assistance  Program. 

An  augmentation  of  $522  thousand 
from  federal  funds  to  expand  the 
Agency's  ability  to  provide  technol- 
ogy development  assistance.  In 
particular,  these  funds  will  support 
the  Agency's  "Gold  Strike  Partner- 
ship," a  network  of  Regional  Tech- 
nology Alliances  and  the  state  Office 
of  Strategic  Technology,  to  assist  the 
formation  and  growth  of  new 
private  sector  products  and  services 
from  technology-based  companies. 

Project  California.  An  augmenta- 
tion of  $322  thousand  from  federal 
funds  to  extend  the  funding  of 
Phase  II  of  Project  California  into 
1996-97.  Project  California  is  a 
partnership  of  state  and  federal 
agencies  and  private  industry  to 
form  industry  alliances  for  building 
internationally  competitive  ad- 
vanced transportation  industry 
clusters  in  California.  Nine  alliances 
have  been  formed  to  promote 
commercialization  of  new  products 
and  technology  in  the  areas  of 
electric  vehicles,  telecommunica- 
tions, advanced  transit,  fuel  cells 
and  magnetic  levitation.  It  is 
anticipated  that  the  alliances  will 
continue  without  further  state 
support  in  subsequent  years. ^ 
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le  strength  of  the  California 
economy  depends  upon  efficient 
markets  and  sound  infrastructure 
that  supports  business  and  housing 
development.  The  Business,  Trans- 
portation and  Housing  Agency 
provides  leadership  and  oversight 
over  state  programs  that  develop 
and  maintain  the  state's  transporta- 
tion infrastructure,  regulate  busi- 
nesses to  ensure  efficient  and  fair 
markets  for  financial,  real  estate  and 
managed  health  care  service  organi- 
zations, and  assist  our  communities 
to  expand  the  availability  of  afford- 
able housing  to  accommodate  an 
expanding  workforce — components 
necessary  to  sustain  California's 
growing  economy. 

In  addition,  the  Agency  contributes 
to  the  Administration's  efforts  to 
enhance  public  safety  through 
oversight  over  the  California  High- 
way Patrol  and  the  law  enforcement 
efforts  of  the  Department  of  Alco- 
holic Beverage  Control. 

Table  BTH-1  displays  the  funding 
proposed  in  the  Business,  Transpor- 
tation and  Housing  portion  of  the 
Governor's  Budget.  The  majority  of 
the  funding  is  provided  from  special 
fund  revenues  and  federal  funds. 
Significant  General  Fund  expendi- 


tures are  made  for  general  obliga- 
tion bond  debt  service  for  voter 
authorized  rail  and  housing  pro- 


TABLE  BTH-1 


grams  and  to  support  a  variety  of 
programs  in  the  Department  of 
Housing  and  Community  Develop- 


Business, 

,  Transportation  and  Housing 

Proposed  1996- 

97  Expenditures 

All  Funds 

(Dollars  in 

Thousands) 

Local 
Assistance 

State 

&  Capital 

Operations 

Outlay 

Agency  Secretary 

$2,146 

— 

Department  of  Alcoholic 

Beverage  Control 

29,461 

— 

Alcoholic  Bereroge  Control 

Appeals  Board 

533 

— 

Stale  Banking  Department 

16,069 

— 

Department  of  Corporations 

34,074 

— 

Department  of  Housing  and 

Community  Development 

36,230 

$119,428 

California  Housing  Finance  Agency 

14,103 

— 

Office  of  Real  Estate  Appraisers 

4,623 

— 

Department  of  Real  Estate 

26,541 

— 

Office  of  Savings  and  Loan 

441 

— 

California  Transportation  Commission 

2,313 

180,000 

Special  Transportation  Programs 

— 

76,100 

Department  of  Transportation 

1,809,133 

3,666,215 

Office  of  Traffic  Safety 

14,824 

10,682 

California  Highway  Patrol 

790,896 

10,000 

Department  of  Motor  Vehicles 

531,043 

9,483 

Stephen  P.  Teale  Data  Center 

78,434 

— 

Bond  Debt  Service 

296,246 

— 

Totals 

$3,687,110 

$4,071,908 

US 
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ment.  As  part  of  its  annual  budget 
review,  the  Agency  has  directed 
several  departments  to  reduce  and 
revise  their  budgets  to  more  accu- 
rately reflect  current  program 
delivery  plans. 

TRANSPORTATION 

State  expenditures  for  transporta- 
tion and  related  public  safety 
programs  are  provided  in  varying 
degrees  by  the  Department  of 
Transportation,  the  California 
Transportation  Commission,  the 
California  Highway  Patrol,  the 
Department  of  Motor  Vehicles,  the 
Office  of  Traffic  Safety  and  local 
government  agencies.  Most  of  the 
revenue  to  support  transportation 
expenditures  in  the  state  is  derived 
from  state  and  federal  fuel  taxes,  the 
sales  and  use  tax  on  diesel  fuel, 
motor  vehicle  license  and  registra- 
tion fees,  weight  fees  for  trucks  and 
trailers,  and  local  sales  taxes. 
Approximately  $7. 1  billion  in 
expenditures  on  roads,  highways, 
mass  transit,  vehicle  licensing  and 
registration,  and  public  safety  are 
proposed  in  the  Governor's  Budget 
for  1996-97. 

DEPARTMENT  OF 
TRANSPORTATION 

The  California  Department  of 
Transportation  (Caltrans)  con- 
structs, operates  and  maintains  a 
comprehensive  transportation 
system  of  more  than  15,200  miles  of 
highways  and  freeways  and  provides 
rail  passenger  services  under 
contract  with  Amtrak.  The  Depart- 
ment also  provides  technical 
assistance  and  development  loans  to 
more  than  100  of  California's  public 
general  aviation  airports.  The 
Governor's  1996-97  Budget  pro- 
poses total  Caltrans  expenditures  of 
nearly  $5.4  billion  from  federal 
funds,  reimbursements  and  various 
state  funds  and  staffing  of  16,774 
personnel  years. 


Placing  safety  first,  the  Governor  has 
ensured  that  funds  are  available  for 
safety  projects  as  his  top  transporta- 
tion priority.  This  includes  seismic 
safety  retrofit  and  other  vital,  new 
construction  projects  that  are 
critical  to  ensuring  the  safety  and 
integrity  of  the  transportation 
system  while  promoting  the  efficient 
movement  of  people,  goods  and 
services. 

A  major  goal  of  the  Administration 
has  been  to  make  the  most  effective 
use  of  taxpayers'  dollars.  Consistent 
with  this  philosophy,  the  Governor's 
Budget  proposes  to  continue  and 
expand  an  initiative  begun  in  the 
1995-96  fiscal  year  to  return  respon- 
sibility and  accountability  for 
delivery  of  local  projects  and 
programs  to  the  local  agencies.  In 
addition,  the  budget  proposes  to 
shift  quality  assurance  and  quality 
control  work  on  highway  projects  to 
project  contractors,  and  to  eliminate 
the  department's  role  in  administer- 
ing the  rideshare  program.  These 
initiatives  are  expected  to  yield  total 
annual  reductions  of  $33  million 
and  375  personnel  years  of  savings. 
By  reducing  the  Caltrans  bureau- 
cracy and  reinvesting  the  savings 
and  efficiencies  in  the  capital  outlay 
program,  more  resources  can  be 
directed  to  transportation  projects 
that  benefit  the  taxpayers  and 
California  commerce. 

Long  Term  Transportation  Plan. 

The  1996-97  Budget  marks  the  sixth 
year  of  implementation  of  the 
transportation  plans  which  were 
approved  by  the  voters  in  June 
1990.  With  the  Transportation 
Congestion  Relief  and  Spending 
Limitation  Act  of  1990  (Proposition 
111)  and  the  Passenger  Rail  and 
Clean  Air  Bond  Act  of  1990  (Propo- 
sition 108),  the  voters  approved  a 
ten-year,  $16.5  billion  increase  in 
new  transportation  revenues  (also 
referred  to  as  the  Transportation 
Blueprint  for  the  21st  Century). 


California  voters  also  approved  the 
Clean  Air  and  Transportation 
Improvement  Act  (Proposition  116), 
a  $2  billion  bond  measure  for  rail 
transit,  in  June  1990.  Funding  from 
this  measure  is  appropriated  to  the 
California  Transportation  Commis- 
sion. The  Commission  estimates 
that  it  will  expend  about 
$160  million  from  this  measure  in 
1995-96  and  $180  million  in 
1996-97. 

A  major  portion  of  the  "Transporta- 
tion Blueprint"  specific  allocations 
in  the  seven-year  State  Transporta- 
tion Improvement  Program  (STIP), 
which  is  updated  every  two  years. 
The  1992  STIP  was  the  first  STIP 
adopted  after  the  Transportation 
Blueprint  legislation  was  enacted. 
By  1994,  the  California  Transporta- 
tion Commission  realized  that  there 
would  be  a  shortfall  in  funding  the 
1992  STIP  of  approximately 
$3  billion.  This  shortfall  was  ad- 
dressed in  the  1994  STIP  by  not 
adding  any  new  projects  to  the  STIP, 
thereby  stretching  out  the  period 
for  funding  those  projects  pro- 
grammed in  the  1992  STIP  by  two 
years,  and  by  proposing  reductions 
in  Department  of  Transportation 
support  expenditures  and  making 
these  savings  available  to  fund 
capital  projects  in  the  STIP.  The 
Department  of  Transportation 
indicates  that  funding  for  the  1994 
STIP  will  fall  short  of  being  fully 
funded  by  approximately 
$4.6  billion.  This  shortfall  is  due  to 
the  need  to  fund  new  seismic 
retrofit  projects  from  existing 
revenues;  the  failure  of  two  bonds 
included  in  the  original  Transporta- 
tion Blueprint  funding  scheme;  the 
failure  of  Congress  to  appropriate 
the  full  authorization  of  federal 
transportation  funds;  gas  tax 
revenues  falling  below  estimates 
and  the  transfer  of  funds  to  other 
budget  priorities. 
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This  shortfall  will  severely  limit  the 
ability  of  the  California  Transporta- 
tion Commission  to  program  new 
projects  in  the  1996  STIP,  except  for 
projects  substituted  for  projects  that 
were  previously  programmed,  for 
the  second  STIP  in  a  row.  Projects 
are  expected  to  be  delayed  by  an 
average  of  two  years  compared  with 
the  1994  STIP  schedules.  Even  with 
the  additional  two  years  of  funding 
in  the  1996  STIP  for  the  projects 
remaining  from  the  1994  STIR  the 
department  indicates  that  the  1996 
STIP  will  fall  $600  million  short  of 
funds  for  these  remaining  projects. 

Recent  federal  actions,  however, 
may  help  to  mitigate  this  shortfall. 
As  part  of  the  federal  Intermodal 
Surface  Transportation  and  Effi- 
ciency Act  (ISTEA)  innovative 
financing  project,  the  Federal 
Highway  Administration  has  ap- 
proved a  "pay  as  you  go"  method  of 
using  federal  obligational  authority 
on  state  highway  projects.  This 
change  will  allow  the  states  to 
collect  federal  funds  approximately 
one  year  earlier,  and  will  eliminate 
the  need  to  use  state  cash  to  front 
capital  outlay  expenditures.  The 
effect  of  this  federal  change  is 
estimated  to  increase  funds  avail- 
able for  programming  in  the  early 
years  of  the  1996  STIP  ranging 
between  $200  to  $400  million  above 
the  level  anticipated  in  August  1995 
when  the  STIP  Fund  Estimate  was 
prepared.  In  addition,  new  provi- 
sions of  the  National  Highway 
System  legislation  recently  enacted 
have  lessened  the  impact  of  the 
funding  cap  imposed  by  ISTEA.  The 
effect  of  this  action  will  be  to 
increase  California's  share  of  federal 
transportation  funds  by  $93  million 
in  1996-97  compared  to  the  original 
1996  STIP  Fund  Estimate.  These 
federal  actions  will  significantly 
mitigate  the  need  to  defer  pro- 
grammed STIP  projects  and  will 
eliminate  the  need  to  use  short  term 
borrowing  that  had  previously  been 


planned  for  Phase  II  seismic  cash 
flow. 

Seismic  Retrofit  and  Earthquake 
Recovery  and  Restoration. 

Caltrans  continues  its  efforts  to 
restore  the  damages  caused  by  the 
1989  Loma  Prieta  earthquake,  the 
1994  Northridge  earthquake,  and  to 
seismically  retrofit  structurally 
deficient  bridges.  Caltrans'  Seismic 
Retrofit  Program  for  highway 
bridges  consists  of  two  phases.  In 
Phase  I,  Caltrans  is  making  improve- 
ments in  the  seismic  safety  on  1,039 
structures  at  an  estimated  cost  of 
$760  million.  As  of  December  14, 
1995,  Caltrans  had  completed 
construction  on  870  of  these 
structures;  and  had  156  structures 
under  construction.  The  remaining 
13  are  scheduled  for  construction 
by  the  end  of  the  1995-96  fiscal  year. 

Subsequent  to  the  Northridge 
earthquake,  Caltrans  evaluated 
1,655  additional  structures  and 
determined  that  1,202  needed  some 
retrofit.  Retrofit  of  195  of  these 
structures  is  either  completed  or 
under  way.  The  department  esti- 
mates that  the  completion  of  the 
seismic  improvements  on  these 
structures  (Phase  II)  will  cost 
approximately  $1.35  billion,  and 
take  until  fiscal  1997-98  to  com- 
plete. 

In  addition  to  the  seismic  retrofit  of 
highway  bridges  and  overpasses, 
Caltrans  also  must  make  seismic 
improvements  to  seven  state  owned 
toll  bridges.  The  department 
estimates  a  total  cost  of 
$650  million  to  complete  these 
improvements.  Design  work  on  the 
San  Francisco-Oakland  Bay  Bridge  is 
currently  underway.  In  order  to 
meet  accelerated  delivery  goals  of 
toll  bridge  seismic  retrofit  sched- 
ules, the  department  has  contracted 
with  private  firms  for  structure 
design  on  six  of  the  seven  toll 
bridges.  Approximately  $57  million 


in  toll  bridge  revenues  and  State 
Highway  Account  funds  will  be 
expended  through  the  1995-96 
fiscal  year  on  this  effort;  for  the 
1996-97  fiscal  year,  the  Governor's 
Budget  reflects  expenditures  of 
$156  million  ($37  million  in  sup- 
port and  $119  million  in  capital 
outlay).  Since  the  diversion  of 
additional  State  Highway  Account 
resources  would  adversely  impact 
other  critical  STIP  projects,  the 
Budget  reflects  1996-97  toll  seismic 
retrofit  costs  funded  from  the  Toll 
Bridge  Revenue  Account  pending 
the  outcome  of  the  March  1996 
election  with  regard  to  the  seismic 
bonds. 

Bonds  for  Seismic  Retrofit.  Rather 
than  allow  seismic  retrofit  projects 
to  be  delayed  by  lack  of  funds,  the 
Governor  and  the  Legislature 
directed  that  they  be  given  top 
priority.  However,  this  has  the 
consequence  that  there  will  be 
fewer,  if  any,  funds  left  to  start  new 
highway  projects  during  the  years 
these  projects  are  being  con- 
structed. As  a  result,  projects  that 
many  communities  counted  on  to 
deal  with  serious  safety  problems, 
congestion  and  to  support  highly 
desirable  economic  development 
will  be  delayed. 

Recognizing  this  undesirable 
consequence,  the  Legislature  and 
the  Governor  are  proposing  a 
$2  billion  bond  issue  for  the  voters 
consideration  in  the  March  1996 
election  to  cover  the  unforeseen 
costs  of  retrofit  of  the  state's  high- 
ways and  bridges.  Passage  of  the 
bond  will  provide  the  vital  funding 
needed  to  complete  the  second 
phase  of  seismic  retrofitting — and 
help  restore  some  of  the  most 
critical  transportation  projects  that 
have  been  deferred. 

Detailed  budget  proposals  for  the 
use  of  the  bond  funds  will  be 
submitted  to  the  Legislature  after 
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the  election  and  the  subsequent 
adoption  of  the  1996  STIP  which 
will  allocate  the  funds  to  specific 
projects. 

Protection  of  Transportation 
Investment.  The  Governor's 
Budget  proposes  a  total  of 
$672  million  for  maintenance  of  the 
existing  State  Highway  System.  This 
includes  a  $7.4  million  increase 
proposed  for  this  program  in  order 
to  adequately  maintain  highway 
system  roadways,  structures  and 
landscaping  and  to  maintain  the 
additions  to  the  highway  system 
inventory.  The  department  plans  to 
use  the  private  sector  for  a  variety  of 
maintenance  work  as  a  more 
effective  way  of  doing  business.  To 
achieve  this,  the  1996-97  budget 
proposes  that  310  personnel  years 
of  landscape,  repair,  and  other 
maintenance  work  be  achieved 
through  contracts  with  the  private 
sector.  The  budget  reflects  total 
adjustments  of  approximately 
$13  million  for  various  cost  in- 
creases. 

Capital  Program.  The  1996-97 
Budget  proposes  the  expenditure  of 

$2.7  billion  for  current  and  new 
highway  construction  projects. 
Construction  funds  include 
$743  million  in  State  Highway 
Account  funds,  $149  million  in 
Consolidated  Toll  Bridge 
funds,  $1.2  billion  in  federal  funds, 
and  $570  million  from  local  tax 
measures  and  other  local  sources. 
Due  to  the  fact  that  the  1996  STIP 
will  not  be  adopted  by  the  Califor- 
nia Transportation  Commission 
until  March  of  1996  at  the  earliest, 
the  capital  expenditures  in  the 
budget,  and  associated  capital 
outlay  support  are  based  on  depart- 
mental estimates  of  project  work- 
load. The  budget  provides  for  a 
$378  million  reserve  in  the  State 
Highway  Account  for  projects  in  the 
1996  STIP. 


Intercity  Rail.  In  California,  all 
state  supported  intercity  rail  service 
is  currendy  operated  by  Amtrak 
under  provisions  of  the  Amtrak  Act. 
Caltrans  supports  passenger  services 
on  three  routes:  1)  the  San  Diegan, 
on  the  San  Diego-Los  Angeles-Santa 
Barbara  route;  2)  the  San  Joaquins, 
which  run  between  Bakersfield  and 
Oakland;  and  3)  the  Capitols, 
inaugurated  in  December  1991, 
which  run  along  the  Roseville- 
Sacramento-Oakland-San  Jose 
corridor.  Service  on  the  San  Diegan 
currently  consists  of  nine  round 
trips  per  day.  The  San  Joaquin 
provides  four  round  trips  per  day, 
and  service  on  the  Capitols  consists 
of  three  round  trips  per  day. 

As  final  budget  decisions  were  being 
made  on  this  item,  Amtrak  an- 
nounced a  potentially  major  cost 
increase  for  the  existing  intercity  rail 
services  in  California.  The  budget 
does  not  include  an  augmentation 
to  compensate  for  any  new  Amtrak 
costs  which  may  require  additional 
funds  or  a  reallocation  of  existing 
funds.  There  are  many  variables 
which  affect  costs  and  revenues 
which  are  likely  to  change  before 
the  1996-97  budget  is  enacted. 
Caltrans  is  working  with  Amtrak  in 
an  effort  to  understand  the  rationale 
for  the  proposed  cost  increase  and 
to  reach  agreement  on  ways  to 
preserve  the  existing  level  of  service 
at  a  reasonable  cost. 

DEPARTMENT  OF  MOTOR 
VEHICLES 

The  Department  of  Motor  Vehicles 
(DMV)  is  responsible  for  enhancing 
driver  safety  through  the  licensing 
of  drivers,  protecting  the  public  by 
regulating  the  vehicle  industry, 
issuing  identification  documents 
and  collecting  licensing  and  regis- 
tration revenues.  As  part  of  this 
responsibility,  DMV  collects  revenue 
for  various  state  and  local  govern- 
ment programs  and  provides 


information  from  its  driver's  license 
and  registration  files.  The 
Governor's  Budget  proposes 
$531  million  and  8,103  personnel 
years  for  DMV  to  carry  out  its 
responsibilities  in  1996-97. 

Highway  Safety.  A  reduction  of 
$34  million  is  proposed  in  order  to 
reflect  a  lower  than  anticipated  cost 
of  implementing  the  provisions  of 
Chapter  1133,  Statutes  of  1994 
(AB  3148)  and  Chapter  1221, 
Statutes  of  1994  (SB  1758).  These 
two  bills  have  overlapping  provi- 
sions that  require  the  DMV  to  notify 
individuals  whose  license  is  being 
suspended  by  certified  mail,  and  if 
this  is  not  possible,  by  a  process 
server.  In  addition,  AB  3 148  re- 
quires local  law  enforcement 
officers  to  impound  the  vehicle  of 
anyone  found  driving  without  a 
valid  license,  who  has  a  prior 
conviction  of  this  offense  and 
provides  for  the  forfeiture  and  sale 
of  the  vehicle  under  specified 
circumstances. 

The  Governor's  Budget  also  pro- 
poses $1.0  million  and  25  personnel 
years  for  DMV  to  continue  a  pilot  of 
a  more  rigorous  behind  the  wheel 
driving  examination  in  Los  Angeles, 
San  Diego,  and  Orange  counties. 
The  funding  will  also  provide  for  an 
expansion  of  the  pilot  to  an  addi- 
tional 23  field  offices  which  will 
complete  the  three  county  area  and 
add  San  Bernardino  and  Riverside 
counties.  Based  upon  a  two  year 
pilot  study  in  the  original  three 
Southern  California  counties,  it  was 
determined  that  the  competency 
based  driving  test  more  reliably  and 
objectively  evaluated  an  individual's 
driving  ability.  This  augmentation 
will  allow  the  department  to  expand 
implementation  of  the  competency 
based  driving  test  throughout  the 
five  county  area.  This  project  also 
sets  the  stage  for  future  delegation 
of  this  driving  test  by  developing  a 
standardized  evaluation  of  skills. 
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This  is  a  preliminary  step  in  the 
identification  of  functions  that 
could  be  outsourced.  As  a  further 
indication  of  the  department's 
commitment  to  enhance  customer 
service,  the  Department  will  begin 
implementation  of  a  pilot  project  in 
Los  Angeles,  Orange,  and  San  Diego 
counties  to  delegate  its  driving  test 
for  provisional  (under  age  18) 
drivers  to  private  driving  schools  in 
the  1996-97  fiscal  year. 

Business  Process  Reengineering. 
The  Governor's  Budget  proposes  an 
augmentation  of  $1.1  million  in  the 
1996-97  fiscal  year,  in  addition  to 
$900  thousand  the  department  is 
redirecting  in  the  1995-96  fiscal 
year,  to  enable  the  department  to 
contract  with  a  consultant  to  assist 
the  department  in  its  Business 
Process  Reengineering  efforts.  The 
Business  Process  Reengineering 
project  is  intended  to  provide  the 
department  with  the  strategies  for 
improving  their  critical  business 
processes,  and  on  the  basis  of  this, 
to  define  future  information  tech- 
nology requirements  that  are 
needed  to  support  the  department's 
business  functions.  This  project  is 
the  first  step  in  what  the  department 
envisions  to  be  a  multi-year  effort 
that  will  culminate  in  the  design  and 
procurement  of  systems  and  equip- 
ment to  support  a  new  license  and 
registration  data  processing  system. 
The  Business  Process  Reengineering 
effort  would  implement  a  recom- 
mendation contained  in  a  recent 
report  by  a  consultant  who  re- 
viewed the  Department's  present 
and  future  information  technology 
requirements  and  strategies. 

Family  Support  Enforcement.  The 

Governor's  Budget  provides 
$1.4  million  for  the  department  to 
implement  Chapter  481,  Statutes  of 
1995  (AB  257).  This  statute  expands 
the  current  family  support  laws  by 
redefining  "licensee"  to  include  any 
person  holding  a  driver's  license. 


Currently,  the  department  withholds 
occupational  and  commercial 
drivers'  licenses  when  original  and 
renewing  applicants  are  matched 
against  a  list  of  delinquent  family 
support  obligors  provided  by  the 
Department  of  Social  Services. 
Under  the  new  law,  the  department 
will  be  required  to  take  action 
against  all  classifications  of  drivers' 
licensees  when  it  receives  notice 
that  a  licensee  is  not  in  compliance 
with  family  support  obligations. 

STATE  BANKING  DEPARTMENT 

The  State  Banking  Department 
regulates  235  state  chartered 
commercial  banks  holding  assets  of 
$119-7  billion,  33  trust  departments 
of  banks  and  22  state  chartered  trust 
companies  with  a  combined 
$456.4  billion  in  fiduciary  assets. 
The  department  also  supervises  90 
offices  of  foreign  banking  corpora- 
tions with  assets  of  $71.2  billion,  as 
well  as  licensees  who  transmit 
money  abroad  and  issue  travelers 
checks  and  money  orders. 

The  banking  industry  has  changed 
and  is  expected  to  change  more 
dramatically  during  the  remainder 
of  the  decade.  In  1994,  the  Riegle- 
Neal  Banking  and  Branching 
Efficiency  Act  became  law,  effectively 
deregulating  interstate  banking.  As  a 
result  of  this  and  other  changes  in 
the  industry,  the  number  of  state- 
chartered  banks  has  decreased  from 
271  in  1991  to  235  in  1995.  This 
reduction  in  the  number  of  state- 
chartered  banks  has  resulted  in  a 
decrease  in  projected  revenues. 

The  Governor's  Budget  for  1996-97 
proposes  a  total  expenditure  of 
$16  million,  which  includes  a 
reduction  of  $914  thousand  and  42 
positions  from  current  levels  to 
accommodate  the  decrease  in 
revenues.  Additionally,  the  depart- 
ment is  revising  its  examination 
procedures  to  meet  the  changes  in 


funding  and  industry  workload 
more  efficiently. 

DEPARTMENT  OF  REAL  ESTATE 

The  mission  of  the  Department  of 
Real  Estate  is  to  protect  the  public 
in  real  estate  transactions.  The 
Department  of  Real  Estate  is  funded 
by  real  estate  license  and  subdivi- 
sion application  fees.  Given  the 
economic  downturn  in  the  real 
estate  market  beginning  in  1990  and 
the  resulting  decline  in  fee  revenue 
and  workload,  the  budget  has  been 
reduced  in  several  ways,  including: 

■*■  Closure  of  the  Santa  Ana  District 
Office,  which  will  result  in  a 
savings  of  $241  thousand  and  3 
positions. 

■*■  A  reduction  of  35  positions,  to 
better  match  expenditures  to 
revenues. 

■*•  A  reduction  of  $300  thousand  by 
eliminating  funding  for  various 
real  estate  research  and  educa- 
tion projects. 

DEPARTMENT  OF 
CORPORATIONS 

The  Department  of  Corporations  is 
responsible  for  administering  the 
State's  laws  governing  the  offer  and 
sale  of  securities  and  franchises,  the 
registration  and  licensing  of  securi- 
ties professionals,  and  the  licensing 
and  examination  of  various  types  of 
financial  institutions,  including 
credit  unions  and  thrift  and  loan 
companies.  The  Department  also 
regulates  the  health  care  service 
plan  managed  care  industry. 

The  1996-97  Governor's  Budget 
proposes  an  expenditure  level  of 
$34.1  million.  Included  in  this 
amount  is  a  proposed  augmentation 
of  19  permanent  positions  and 
$2  million  related  to  implementing 
a  toll-free  telephone  line  to  receive 
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complaints  from  health  care  service 
plan  enrollees  and  to  develop  a 
system  for  processing  enrollees' 
complaints,  as  well  as  implementing 
other  requirements  of  Chapters  787 
and  789,  Statutes  of  1995. 

STEPHEN  P.  TEALE  DATA 
CENTER 

The  Stephen  P.  Teale  Data  Center  is 
responsible  for  assisting  State 
agencies  in  achieving  their  program 
objectives  through  the  application 
of  the  appropriate  information 
technology  solutions. 

Since  1991,  the  Stephen  E  Teale 
Data  Center  (TDC),  through  strong 
management  efforts  and  cost- 
containment  practices  has  been  able 
to  implement  rate  reductions  to  all 
its  customers,  saving  them  over 
$50  million.  During  this  same 
timeframe  TDC  has  also  eliminated 
61  positions,  and  reduced  its 
operating  budget  of  $80.6  million  in 
1991-92  to  a  1996-97  budget  level  of 
$78.4  million  and  363  personnel 
years.  While  its  budget  and  cost 
were  decreasing,  the  workload 
processed  by  TDC  has  increased 
during  the  same  period  of  time  by 
500  percent. 

The  Governor's  Budget  for  1996-97 
proposes  the  following  augmenta- 
tions to  accommodate  increased 
client  demand: 

•**  An  augmentation  of  $585  thou- 
sand to  increase  existing  central 
processing  unit  capacity. 

•*•  An  augmentation  of  $552  thou- 
sand to  increase  and  upgrade 
existing  front  end  processor 
capacity. 

•*■  An  augmentation  of  $191  thou- 
sand to  increase  and  upgrade 
existing  UNIX  technology  capacity.  ^"* 
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FRANCHISE  TAX  BOARD 

The  Franchise  Tax  Board  (FTB)  is 
responsible  for  administering  the 
state  Personnel  Income  Tax,  the 
Bank  and  Corporation  Tax,  and 
various  other  revenue  collection 
programs.  These  programs  contrib- 
ute a  significant  portion  of  the 
state's  General  Fund  revenue. 

The  Governor's  Budget  for  1996-97 
proposes  expenditures  of  $339. 6  mil- 
lion and  4,965  personnel  years  for 
the  Board. 

Major  budget  adjustments  for 
1996-97  include: 

■*•  A  net  reduction  of  $6.3  million 
resulting  from  changes  in  the 
project  implementation  schedule 
and  key  data  entry  personnel 
needs  for  the  Bank  and  Corpora- 
tion (B&C)  System  Redesign 
Project.  The  B&C  System  Rede- 
sign project  has  three  compo- 
nents: The  Business  Entities  Tax 
System  (BETS),  Collection 
Account  Process  System  (CAPS), 
and  Pass-Through-Entity  Auto- 
mated Screening  and  Support 
System  (PASS).  The  initial  phase 
of  BETS  is  scheduled  for  opera- 


tion in  January  1996.  CAPS  is 
fully  operational  and  producing 
benefits  in  excess  of  the  pro- 
jected benefits.  PASS  is  still  in  the 
design  phase. 

•*■  An  increase  of  $5  million  and  39 
positions  to  implement  the 
requirements  of  Chapter  1049, 
Statutes  1994  (AB  3086),  which 
changed  employer  reporting  of 
the  Personal  Income  Tax  with- 
holding information  (including 
W-2  information)  submitted  to 
the  Employment  Development 
Department  and  transmitted  to 
the  Franchise  Tax  Board.  The 
changes  to  the  FTB  systems  will 
allow  much  more  effective  use  of 
withholding  information  in  tax 
processing  and  audits.  These 
improvements  are  expected  to 
generate  $25  million  annually  in 
new  revenue  by  1998-99.  Rev- 
enues are  expected  to  increase 
$11.6  million  in  1996-97. 

•*■  To  improve  the  ability  of  taxpay- 
ers to  receive  service  and  infor- 
mation from  the  FTB  by  phone, 
the  budget  includes  an  augmen- 
tation of  $1.2  million  and  16 
positions  to  increase  the  capacity 
of  the  automated  Interactive 
Voice  Response  system,  and  to 


increase  the  Taxpayer  Service 
Center  operator  access  rate  from 
61.5  percent  to  70  percent. 

•*•  A  reduction  of  $900  thousand 
and  31  positions  as  a  result  of 
new  automation  at  the  Depart- 
ment of  Motor  Vehicles  (DMV) 
which  allowed  FTB  to  use  its 
automated  collection  systems  on 
most  accounts.  Implementation 
of  Local  Area  Network  technology 
at  FTB  for  the  DMV  Collection 
Program  also  contributed  to 
these  savings. 

DEPARTMENT  OF  VETERANS 
AFFAIRS 

The  Department  of  Veterans  Affairs 
is  responsible  for  providing  services 
to  veterans  and  dependents  includ- 
ing administration  of  the  Cal-Vet 
home  loan  program,  assisting 
veterans  in  obtaining  benefits 
entitled  to  them  under  state  and 
federal  law,  and  supporting  the 
Veterans  Homes  in  Yountville  and 
Barstow  The  veterans  homes  are 
retirement  communities  that 
provide  complete  medical  and 
nursing  care  for  eligible  veterans. 
The  1996-97  budget  includes 
$3798  million  and  1,384  personnel 
years  for  the  Department. 


151 


general  government 


Construction  on  the  Barstow  Home 
was  completed  at  the  end  of  1995. 
Veterans  will  begin  residency  in 
February  1996  with  an  estimated 
occupancy  of  172  residents  by  the 
end  of  1995-96;  in  1996-97  the 
Barstow  facility  will  be  home  to  400 
veterans.  Nursing  and  medical  staff 
will  be  available  on  site  and  the 
Home  will  provide  veterans  with  a 
full  complement  of  medical  services. 
The  1996-97  budget  proposes 
expenditures  of  $17.1  million  and 
216  personnel  years  for  full  staffing 
and  operation  of  the  Barstow 
Veterans  Home. 

In  addition,  Chapter  943,  Statutes  of 
1995  authorizes  the  Department  of 
Veterans  Affairs  to  begin  preliminary 
work  on  two  additional  Southern 
California  veterans  homes.  Com- 
mencing in  1995-96,  the  Depart- 
ment will  use  a  $1.7  million  General 
Fund  loan  authorized  by  the  legisla- 
tion to  complete  site  studies, 
suitability  reports,  environmental 
studies,  master  planning,  and 
architectural  drawings  for  the  two 
homes. 

DEPARTMENT  OF  CONSUMER 

AFFAIRS  AND  CEMETERY 

BOARD 

The  Department  of  Consumer 
Affairs  was  established  to  protect 
consumer  interests  through  licens- 
ing and  regulation  of  specific 
professions,  occupations  and 
businesses.  The  Department  is 
directed  by  statute  to  facilitate  a 
free-enterprise  market  economy  by 
educating  consumers,  fostering 
competition,  guarding  against 
fraudulent  practices  and  promoting 
consumer  representation  through- 
out all  levels  of  government.  The 
1996-97  Governor's  Budget  pro- 
poses total  expenditures  of  $310.4  mil- 
lion and  2,678  personnel  years  to 
support  the  operations  of  the 
Department's  various  programs, 
boards  and  commissions. 


In  1995-96,  Chapter  381,  Statutes  of 
1995  transferred  the  duties  of  the 
Cemetery  Board  to  the  Department 
effective  January  1, 1996.  In  October  1995, 
the  Board  authorized  the  Depart- 
ment to  perform  the  Board's 
functions  since  it  had  insufficient 
resources  to  address  the  increasing 
numbers  of  criminal  and  administra- 
tive cases  emerging  within  the 
cemetery  industry.  Since  undertak- 
ing Cemetery  Board  responsibility 
for  regulating  193  cemeteries  in  the 
State,  the  Department  has  identified 
significant  problems  concerning 
several  of  these  cemeteries.  There- 
fore, the  Department  proposes  to 
conduct  an  on-site  inspection  and 
to  audit  the  endowment  care  fund 
of  each  of  these  cemeteries  over  the 
next  18  months.  In  addition,  the 
Department's  enforcement  strategy 
will  be  substantially  more  aggressive 
than  that  of  the  Board.  The  Depart- 
ment will  issue  citations,  impose 
fines,  and  will  investigate  and 
criminally  prosecute  cases  of  fraud 
and  abuse  related  to  the  mishan- 
dling of  human  remains,  and  cases 
of  embezzlement  of  endowment 
care  trust  funds. 

The  costs  to  conduct  the  audits, 
inspections,  increased  enforcement, 
and  to  continue  ongoing  licensing 
and  regulatory  functions  are  $2.8  mil- 
lion in  1995-96  and  $4.2  million  in 
1996-97.  In  the  current  year,  Chapter  381, 
Statutes  of  1995  appropriated 
$209  thousand  from  the  Cemetery 
Fund  to  the  Department;  however, 
revenue  estimates  indicate  only 
$200  thousand  will  be  available  in 
the  Fund.  For  1996-97,  estimated 
Cemetery  Fund  revenues  of  $399  thou- 
sand are  proposed  to  be  appropri- 
ated to  the  Department.  Nonethe- 
less, the  Cemetery  Fund  has  insuffi- 
cient reserves  to  fund  the  expanded 
activities.  Therefore,  the  Administra- 
tion proposes  authorizing  a  $705  thou- 
sand Tax  Preparers'  Fund  loan  and  a 
$1.9  million  General  Fund  loan  to 
the  Cemetery  Fund  in  the  current 


year,  and  a  $38  million  General 
Fund  loan  in  1996-97.  Cremation 
and  interment  fees  paid  by  the 
cemetery  industry  are  proposed  to 
be  increased  to  fund  ongoing  efforts 
and  to  repay  the  loans,  with  inter- 
est, over  a  three-year  period  begin- 
ning in  1997-98. 

DEPARTMENT  OF  INDUSTRIAL 
RELATIONS 

The  Department  of  Industrial 
Relations  (DIR)  seeks  to  protect  the 
workforce,  improve  working  condi- 
tions, and  advance  opportunities  for 
profitable  employment. 

For  1996-97,  the  Governor's  Budget 
proposes  2,670  personnel  years  and 
$217.9  million  for  DIR.  The  follow- 
ing major  budget  adjustments  are 
proposed  for  1996-97: 

Prevailing  Wage  Reform.  The 

Governor's  budget  includes  $1.3  million 
General  Fund  and  19  personel  years 
to  implement  a  new  methodology, 
consistent  with  the  federal  Davis- 
Bacon  methodology,  for  determina- 
tion of  the  prevailing  wage  rate.  It  is 
anticipated  that  this  new  methodol- 
ogy will  result  in  substantial  savings 
related  to  public  works  construction 
projects. 

Overtime  Pay  Standards  Reform. 

An  increase  of  $274  thousand 
General  Fund  and  3  personnel  years 
to  examine,  evaluate  and  reform  14 
wage  orders  related  to  the  payment 
of  overtime  after  40  hours.  The 
federal  Fair  Labor  Standards  Act 
(FLSA)  requires  the  payment  of 
overtime  only  after  40  hours  have 
been  worked  in  one  week.  Califor- 
nia is  one  of  only  four  states  which 
requires  employers  to  pay  an 
overtime  premium  after  employees 
work  eight  hours  in  a  day. 
California's  more  stringent  overtime 
requirements  weaken  the  state's 
competitiveness  with  other  states 
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and  deter  employers  from  offering 
employees  flexible  working  schedules. 

Joint  Enforcement  Strike  Force 

(JESF).  The  Governor's  Budget 
proposes  $1.2  million  from  reim- 
bursements in  1996-97  to  continue 
funding  the  activities  of  the  JESF, 
which  include  identifying  employers 
who  undercut  legitimate  businesses 
by  operating  in  the  underground 
economy,  thus  avoiding  the  lawful 
payment  of  wages,  taxes,  workers' 
compensation  insurance,  and 
licensing  fees.  This  proposal  would 
also  fund  a  $150  thousand  contract 
between  DIR  and  the  Franchise  Tax 
Board  to  collect  delinquent  penal- 
ties, fees  and  wages. 

Targeted  Industries  Partnership 
Program  (TIPP).  Increase  of  $671  thou- 
sand in  reimbursements  in  1995-96 
and  $1.7  million  in  reimbursements 
in  1996-97  to  expand  TIPE  Estab- 
lished in  1992,  TIPP  is  a  coordinated 
partnership  of  state  and  federal 
efforts  charged  with  enforcing 
employment  laws  in  industries  with 
histories  of  consistent  labor  law 
violations,  namely  the  garment  and 
agricultural  industries.  Currently 
DIR,  in  collaboration  with  the 
Employment  Development  Depart- 
ment investigates  and  assesses 
penalties  against  those  companies 
found  in  violation  of  labor  laws. 
This  augmentation  will  help  to 
promote  fair  business  competition 
in  the  aforementioned  industries  by 
increasing  efforts  to  investigate 
employment  and  wage  violations 
and  enforce  labor  laws. 

DEPARTMENT  OF  FOOD  AND 
AGRICULTURE 

The  Department  of  Food  and 
Agriculture  (DFA)  is  responsible  for 
protecting  and  promoting 
California's  agriculture,  providing 
leadership  in  the  development  of 
agricultural  policy  and  enforcing 
weights  and  measures  standards  in 


commerce.  The  Department's 
activities  include  prevention  and 
eradication  of  harmful  plant  and 
animal  pests  and  disease;  marketing 
and  export  assistance  to  the  agricul- 
ture industry,  development  and 
enforcement  of  weights  and  mea- 
sures standards;  and  assistance  to 
county  agricultural  commissioners 
and  local  fairs.  The  1996-97 
Governor's  Budget  proposes  a  total 
expenditure  of  $193-7  million  and 
1,908  personnel  years. 

Exotic  Pest  Prevention.  In  antici- 
pation of  the  successful  completion 
of  a  two-year  plan  to  eradicate  the 
Mediterranean  Fruit  Fly  (Medfly), 
the  1996-97  budget  includes  $11.1  mil- 
lion General  Fund  and  $2.0  million 
Federal  Trust  Fund  and  315.4  person- 
nel years  to  implement  an  ongoing 
program  of  exotic  pest  prevention 
developed  by  the  Governor's  Exotic 
Pest  Eradication  Task  Force.  There 
are  four  components  to  this  pro- 
gram: (1)  Sterile  Medfly  Release-. 
implement  a  continuing  program  of 
preventive  release  of  sterile  Medflies 
throughout  the  Los  Angeles  Basin 
($7.7  million  General  Fund, 
172.1  personnel  years);  (2)  Border 
Stations:  relocate,  upgrade  and 
restore  California's  border  agricul- 
tural inspection  stations  to  full-time 
staffing  and  operation  ($1.9  million 
General  Fund,  34.4  personnel 
years);  (3)  Parcel  Inspection:  inspect 
high  risk  parcels  for  exotic  plant 
pests  and  diseases  that  enter 
California  through  domestic  parcel 
operations  ($1.5  million  General 
Fund,  16.8  personnel  years) ;  and 
(4)  Airport  and  Maritime  Inspec- 
tions: conduct  inspections  at 
California's  international  ports  of 
entry  on  a  reimbursable  basis  from 
the  United  States  Department  of 
Agriculture  ($2.0  million  Federal 
Fund,  92.1  personnel  years) . 

Food  Inspection.  The  budget  also 
proposes  $430,000  and  three 
positions  to  strengthen  the  State 


Meat  and  Poultry  Inspection  Pro- 
gram to  ensure  food  safety  to  the 
State's  consumers  and  to  address 
the  increasing  numbers  of  illegal 
slaughters.  Changing  national 
standards,  rising  public  expecta- 
tions, and  increasing  workload 
make  the  current  state  inspection 
programs  vulnerable  to  failure  and 
thereby  increase  the  risks  to  public 
health. 

OFFICE  OF  EMERGENCY  SERVICES 

Disaster  Administration.  In  time 
of  a  major  emergency  or  disaster  in 
the  State,  it  is  the  primary  mission 
of  the  Office  of  Emergency  Services 
(OES)  to  coordinate  emergency 
activities  to  save  lives  and  reduce 
property  losses  and  to  expedite  the 
recovery  from  the  effects  of  the 
disaster.  The  1996-97  Governor's 
Budget  proposes  $75. 3  million 
($28.8  million  General  Fund,  $38.7  mil- 
lion federal  funds;  $7.8  million 
other  funds)  to  fund  823. 9  person- 
nel years  for  the  operations  of  OES. 
An  additional  $13. 9  million  General 
Fund  is  proposed  for  1996-97, 
primarily  because  the  federal 
government  has  reduced  funding 
for  OES  operations. 

Local  Assistance.  The  Governor's 
Budget  includes  $817.8  million 
proposed  for  1996-97  ($67.3  General 
Fund,  $729-1  million  federal  funds, 
$19-6  million  quarter  cent  sales  tax 
funds,  $1.8  million  Nuclear  Plan- 
ning Assessment  Special  Account) 
for  payment  of  disaster  response 
and  recovery  costs  incurred  by  local 
governments  and  planning  for  safety 
at  nuclear  power  plants.  Of  the 
amount,  $67.3  million  General 
Fund,  $35  million  is  for  the  State's 
share  of  local  public  agencies'  costs 
for  various  past  disasters  and  $31.3  mil- 
lion is  for  the  Northridge  Earth- 
quake. In  addition,  $1.0  million 
General  Fund  is  included  in  1996-97 
for  the  Loma  Prieta  Earthquake, 
since  the  remainder  of  the  quarter 
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cent  sales  tax  funding  is  expected  to 
have  been  utilized. 

NORTHRIDGE  EARTHQUAKE 
FINANCING 

The  Northridge  earthquake  struck 
southern  California  on  January  17, 
1994.  In  June  1994,  the  Administra- 
tion proposed  that  the  non-federal 
share  of  the  earthquake  recovery 
costs  be  funded  from  federal  loans, 
and  such  loans  were  authorized  by 
Chapter  151,  Statutes  of  1994.  The 
Federal  Emergency  Management 
Agency  (FEMA)  has  approved  loans 
totaling  SI 75  million  and  an  addi- 
tional S 100  million  loan  from  the 
City  of  Los  Angeles,  using  funds 
from  the  federal  Department  of 
Housing  and  Urban  Development 
(HUD),  has  also  been  approved. 
These  loans  will  be  used  to  fund  the 
non-federal  share  of  recovery  costs 
resulting  from  the  Northridge 
Earthquake  through  the  1995-96 
fiscal  year.  Beginning  in  1996-97, 
funding  for  these  costs  is  proposed 
from  the  General  Fund  as  local 
assistance. 

As  required  under  the  terms  of  the 
loan  agreements,  in  July  1995  the 
State  made  a  payment  in  the 
amount  of  $15. 3  million.  The 
Governor's  Budget  proposes  an 
estimated  repayment  of  $46  million 
in  the  1996-97  fiscal  year  based  on 
the  anticipated  recovery  efforts  from 
the  Northridge  Earthquake  through 
the  1995-96  fiscal  year. 

DEPARTMENT  OF 
INFORMATION  TECHNOLOGY 

The  Governor's  Council  on  Informa- 
tion Technology,  created  by  Execu- 
tive Order  of  the  Governor,  issued 
several  recommendations  to  make 
California  state  government  more 
cost  effective  and  responsive  to  the 
consumers  of  state  services.  To  help 
achieve  this  objective,  Chapter  508, 
Statutes  of  1995  created  a  new 


Department  of  Information  Technol- 
ogy effective  January  1,  1996.  The 
Department  is  responsible  for 
providing  leadership,  guidance,  and 
oversight  of  information  technology 
in  state  government  for  the  purpose 
of  improving  productivity,  reducing 
costs,  and  enhancing  customer 
service.  For  the  period  of  July  1995 
through  December  1995,  funding 
for  the  Department  is  provided  in 
the  State  and  Consumer  Services 
Agency  budget.  However,  effective 
January  1996,  the  Department  will 
operate  as  an  independent  agency 
with  a  budget  of  $1.3  million  for  the 
remainder  of  the  1995-96  year.  The 
1996-97  budget  includes  $2.5  million 
and  14  personnel  years  for  the 
Department. 

PUBLIC  UTILITIES 
COMMISSION 

The  Public  Utilities  Commission  is 
responsible  for  the  regulation  of  the 
utilities  and  transportation  indus- 
tries to  ensure  the  delivery  of  stable, 
safe,  and  economic  services.  The 
Commission  meets  this  responsibil- 
ity through  the  enforcement  of 
safety  regulations  and  controlling 
industry  rates  for  services. 

In  response  to  changing  technology, 
competitive  pressures,  federal 
legislative  and  regulatory  directives, 
and  emerging  market  forces,  the 
Commission  is  actively  pursuing  the 
restructure  and  deregulation  of  the 
telecommunications  and  electric 
industries.  The  Commission  is 
committed  to  opening  up  the 
telecommunications  markets  to 
competition  over  the  next  few  years, 
beginning  as  early  as  1996.  For  the 
telecommunications  industry,  the 
primary  goal  is  to  expand  consumer 
access  to  high-quality,  innovative, 
low-cost  telecommunications 
networks  and  services.  For  the 
electric  industry,  the  goal  is  to 
provide  end  users  with  more 
affordable  electricity  services. 


Effective  January  1,  1995,  and  in 
response  to  federal  law  change 
(Public  Law  103-305)  related  to  the 
trucking  industry,  the  Commission 
no  longer  regulates  the  prices, 
routes,  or  service  of  freight  carriers, 
other  than  household  goods  carri- 
ers. The  Commission  continues  its 
jurisdiction  over  matters  specifically 
related  to  licensing,  insurance, 
safety,  and  consumer  protection 
over  the  trucking  industry. 

In  order  to  gain  efficiencies  and 
effectiveness  through  elimination  of 
duplicative  functions  between 
agencies,  the  Administration  and  the 
Legislature  are  considering  various 
reorganization  proposals.  At  the 
same  time,  the  Commission  is 
conducting  an  internal  reform  to 
better  regulate  monopoly  services 
and  ensure  fair  competition  for 
competitive  services  in  the  year 
2000. 

MILITARY  DEPARTMENT 

The  Military  Department  is  respon- 
sible for  the  California  Army  and  Air 
National  Guard  and  five  other 
programs.  The  purpose  of  the 
California  National  Guard  is  to 
provide  military  service  supporting 
this  state  and  the  nation.  The 
1996-97  Governor's  Budget  pro- 
poses a  total  expenditure  of 
$51  million  from  various  funds  and 
568  personnel  years. 

Currently  53  guard  personnel  are  in 
temporary  state  active  duty  status 
for  the  purpose  of  increasing  the 
effectiveness  of  the  U.S.  Border 
Patrol  in  performing  illegal  immigra- 
tion and  counter-drug  missions.  The 
Governor's  Budget  includes 
$599,000  General  Fund  in  1995-96 
to  offset  previously  anticipated 
federal  funds  which  are  not  forth- 
coming for  33  of  the  53  positions 
performing  these  activities.  The 
remaining  20  positions  will  be 
converted  to  federal  status  to 
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perform  counter-drug  activities  and 
will  be  funded  with  federal  funds. 
For  the  1996-97  fiscal  year,  the 
Administration  proposes  $1.4  million 
General  Fund  to  maintain  support 
for  the  illegal  immigration  enforce- 
ment effort. 

CALIFORNIA  STATE  LIBRARY 

California  Sesquicentennial.  The 

budget  proposes  ten  positions  and 
$1.4  million  from  the  General  Fund 
to  continue  work  begun  by  the 
Department  of  Parks  and  Recreation 
to  facilitate  a  sesquicentennial 
celebration.  The  celebration  is 
scheduled  to  begin  January  24, 
1998,  which  is  150  years  after  the 
discovery  of  gold  in  California,  and 
last  through  September  9,  2000,  the 
sesquicentennial  of  our  statehood. 
Ultimately,  this  effort  is  expected  to 
attract  more  than  $30  million  in 
private  donations  which  will  flow 
through  a  private  foundation  to 
support  more  than  60  local  regional 
and  statewide  events  commemora- 
ting the  sesquicentennial. 

CAPITAL  OUTLAY 

Proposed  1996-97  expenditures  for 
the  Capital  Outlay  program  (exclud- 
ing highways  and  K-12  schools)  are 
approximately  $808  million.  The 
funding  for  this  program  is  derived 
from  a  number  of  sources  including: 
General  Obligation  (GO)  bonds 
(80  percent),  special  funds  (6.3  per- 
cent), General  Fund  (95  percent) 
and  the  remainder  from  other  funds 
(4.2  percent). 

A  major  source  of  funding  for  this 
program  will  come  from  four 
general  obligation  bond  proposals 
recommended  by  the  Administra- 
tion for  the  1996  ballot  (see  the 
INFRASTRUCTURE  section  of  the 
Budget  Summary). 

Highlights  of  the  1996-97  Capital 
Outlay  program  are  as  follows: 


$412.6  million  in  proposed  GO 
bond  expenditures  for  higher 
education. 

The  Governor's  Budget  reflects 
second-year  funding  for  the  four- 
year  compact  with  higher  education. 
Included  is  $142.3  million  for  the 
University  of  California  (UC)  and 
$150  million  for  the  California  State 
University  (CSU). 

This  amount  permits  UC  to  address 
36  projects  at  9  campuses  with 
priority  on  seismic,  life/safety,  and 
vital  infrastructure  projects.  Ex- 
amples of  UC  projects  include 
funding  the  equipment  phase  of 
previously  approved  construction 
projects,  seismic  upgrades,  space 
deficiencies,  renovation  of  major 
buildings,  a  wastewater  treatment 
plant,  and  a  water  system. 

CSU's  funds  will  address  31  projects 
at  18  campuses  with  priority  on 
seismic,  life/safety  and  vital  infra- 
structure projects.  Examples  of  CSU 
projects  include  seismic  upgrades, 
telecommunications  infrastructure, 
central  plant  upgrades,  building 
renovations,  space  deficiencies,  and 
future  growth  projects. 

This  year's  budget  continues  to 
provide  UC  and  CSU  with  the 
flexibility  to  use  identified  savings 
from  approved  capital  outlay 
projects  for  other  high-priority 
items  such  as  working  drawings  on 
approved  projects  and  funding 
minor  capital  outlay  projects. 

The  $1196  million  for  California 
Community  Colleges  (CCC)  allows 
this  segment  to  address  73  projects 
at  46  campuses.  Examples  of 
projects  include  health/safety  and 
code  compliance,  building  renova- 
tions, equipment  projects,  sewer/ 
drainage  systems,  and  electrical 
systems.  This  year's  CCC  program 
emphasizes  funding  for  project 
planning  and  will  allow  a  higher 


level  of  funding  next  year.  It  is 
anticipated  that  next  year's  CCC 
program  for  the  construction  phases 
of  these  projects  will  be  approxi- 
mately $180  million. 

In  addition,  the  budget  provides 
$709  thousand  for  the  Hastings 
College  of  the  Law  to  renovate  a 
classroom  building. 

$84.8  million  in  proposed  GO 
bond  expenditures,  General 
Fund,  and  federal  funds  for  the 
California  Department  of  Correc- 
tions (CDC). 

$50.6  million  is  proposed  from  a 
GO  bond  measure  for  major  and 
minor  projects  at  existing  prisons, 
including:  improvement  of  health 
care  facilities  at  various  prisons, 
wastewater  treatment,  and  replace- 
ment of  cell  door  locking  devices.  In 
addition,  the  budget  recommends 
$7.2  million  from  the  General  Fund 
for  emergency  beds  (a  temporary 
housing  strategy  until  new  prisons 
are  constructed)  and  $27  million  in 
federal  funds  for  planning  and 
design  activities  related  to  new  state 
prisons. 

$31.2  million  in  proposed  GO 
bond  expenditures  and  General 
Fund  in  the  Department  of  the 
Youth  Authority. 

The  budget  recommends  $27.7  million 
in  proposed  GO  bond  expenditures 
to  add  1,450  new  beds  at  existing 
facilities  statewide  to  alleviate 
overcrowding,  as  well  as  major 
capital  outlay  projects  to  renovate 
and  expand  youth  detention  facili- 
ties. The  budget  also  provides 
$3.5  million  from  the  General  Fund 
for  critical  minor  capital  outlay 
projects  to  upgrade  youth  detention 
facilities. 
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$4.2  million  General  Fund  in  the 
Office  of  Emergency  Services 
(OES). 

OES  will  acquire  a  site  and  begin 
preliminary  plans  for  its  Sacramento 
Headquarters  and  State  Operations 
Center.  The  existing  facility  is 
inadequate  in  size,  has  been  cited 
for  various  building  code  deficien- 
cies, and  lacks  electrical  capacity  to 
operate  during  a  full-scale  emer- 
gency. 

$16.7  million  General  Fund  in 
the  Department  of  Forestry  and 
Fire  Protection  (CDF). 

CDF  plans  to  repair  and  replace 
critical  public  safety  facilities  and 
related  infrastructure.  Projects 
include:  forest  fire  station  reloca- 
tions; repair  and  replacement  of  air 
attack  and  helitack  bases;  replace- 
ment of  emergency  command 
centers;  construction  of  new 
classrooms  for  fire-fighting  instruc- 
tion at  the  CDF  Academy;  removal 
of  underground  storage  tanks; 
repair  and  replacement  of  barracks, 
mess  halls  and  a  dormitory;  replace- 
ment of  an  administrative  facility; 
and  repair  of  wastewater  systems, 
restrooms  and  showers. 

$3  million  General  Fund  in  the 
Department  of  Health  Services 
(DHS). 

DHS  will  begin  preliminary  plans 
for  Phase  II  construction  of  the 
Richmond  Laboratory  project.  This 
facility  replaces  an  existing  DHS 
laboratory  in  Berkeley  which  tests 
for  diseases  and  toxic  substances 
and  which  has  significant  seismic 
and  fire/life/safety  deficiencies. 


$8.5  million  General  Fund  in  the 
Military  Department. 

This  amount  allows  the  Military 
Department  to  fund  the  State's 
share  of  site  acquisition  and  work- 
ing drawings  for  a  new  armory  in 
Los  Angeles  as  well  as  complete 
security-related  minor  capital  outlay 
projects.  The  new  armory  will 
consolidate  three  existing  armories 
in  the  Los  Angeles  area  for  which 
leases  expire  in  the  next  two  to  four 
years. 

$7.4  million  General  Fund  and 
reimbursements  in  the  Depart- 
ment of  Water  Resources. 

Of  this  amount,  $6.4  million  from 
the  General  Fund  is  for  ongoing 
local  flood  control  projects  (West 
Sacramento  Levee  Project,  Mid- 
Valley  Levee  Reconstruction  Project, 
and  Sacramento  River  Bank  Protec- 
tion Project)  and  $1.0  million  from 
reimbursements  continues  imple- 
mentation of  the  San  Joaquin  Valley 
Drainage  Relief  program. 

$3-2  million  General  Fund  and 
special  funds  in  the  Tahoe  Con- 
servancy. 

The  Conservancy  will  undertake 
acquisition,  construction  and 
restoration  projects  with  funding 
from  various  fund  sources  ($2.5  million 
from  the  General  Fund)  to  enhance 
public  access,  wildlife  habitat 
protection,  soil  erosion  control, 
stream  environment  zone  and 
watershed  restoration,  and  lake 
water  quality. 

$4.7  million  special  funds  in  the 
State  Coastal  Conservancy. 

The  Conservancy  proposes  special- 
funded  projects  for  public  accessways 
and  restoration  and  enhancement  of 
wetlands,  estuaries,  streams,  water- 
sheds, riparian  corridors  and 
endangered  species'  habitats. 


$  18.3  million  General  Fund  and 
special  funds  in  the  Department 
of  Parks  and  Recreation. 

Within  this  amount,  $2.5  million 
from  the  General  Fund  is  for  two 
public  safety  projects  within  parks:  a 
Southern  California  multi-district 
emergency  dispatch  center  and  a 
storm  damage  response  program. 
The  budget  provides  $1.8  million  to 
replace  the  failing  sewer  system  at 
Pfeiffer  Big  Sur  State  Park.  The 
budget  also  provides  $2.5  million 
for  acquisition  of  habitat  areas 
($  1  million  of  that  designated  for 
the  Santa  Lucia  Mountains)  and 
$8.2  million  from  the  Off-Highway 
Vehicle  Fund  to  establish  a  state 
vehicular  recreation  area  in  San 
Diego  and  expand  an  existing  park 
in  Hollister. 

$595  thousand  General  Fund  in 
the  Department  of  Food  and 
Agriculture  (DFA). 

DFA  will  undertake  preliminary 
plans  and  working  drawings  to 
relocate  the  Truckee  Agriculture 
Border  Inspection  Station  and 
complete  minor  capital  outlay 
projects.  In  addition,  the  budget 
includes  $441,000  in  special  funds 
to  renovate  the  Sacramento  head- 
quarters elevators. 

$18  million  General  Fund  in  the 
Department  of  Mental  Health 
(DMH). 

DMH  will  complete  fire/life/safety 
improvements  to  Building  70  at 
Patton  State  Hospital,  installation  of 
a  perimeter  fence  at  Metropolitan 
State  Hospital,  and  various  critical 
minor  capital  outlay  projects. 

$620  thousand  General  Fund  in 
the  Department  of  Veterans 
Affairs  (DVA). 

These  funds  support  program 
management  for  DVA's  existing 
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major  capital  outlay  projects  and  for 
three  minor  capital  outlay  projects 
to  correct  fire/life/safety  and  code- 
related  deficiencies  in  the  Veterans' 
Home  at  Yountville. 

$9-5  million  special  fund  in  the 
Department  of  Motor  Vehicles 

(DMV). 

DMV  will  use  special  funds  to 
undertake  renovation  projects  at  its 
Sacramento  headquarters  and  minor 
capital  outlay  projects  for  its  field 
offices. 

$10  million  special  fund  in  the 
California  Highway  Patrol  (CHP). 

CHP  will  undertake  statewide 
projects  from  special  funds  to 
comply  with  the  Americans  with 
Disabilities  Act  as  well  as  renovate 
field  office  facilities. 

$154.6  million  in  existing  GO 
bond  funds  in  the  Department  of 
General  Services  (DGS). 

DGS  will  complete  the  working 
drawings  and/or  begin  the  construc- 
tion phase  for  the  seismic  retrofit  of 
14  state  facilities.  This  amount 
largely  expends  remaining  funds 
from  the  Earthquake  Safety  and 
Public  Buildings  Rehabilitation  Fund 
of  1990. 

Capital  outlay  funding  sources  for 
1996-97  are  shown  by  agency  in 
Figure  GG-A. 

In  addition  to  capital  outlay  expen- 
ditures proposed  in  the  Governor's 
Budget,  the  Governor  also  is 
recommending  significant  infra- 
structure expenditures  which  would 
be  appropriated  through  separate 
legislation.  They  are: 


$1.8  billion  in  proposed  GO  bond 
expenditures  for  a  new  prison 
construction  program  for  CDC. 

CDC  will  plan  and  construct  six  new 
prisons  and  plan  nine  additional 
prisons.  The  six  prisons  provide 
design  bed  capacity  of  approxi- 
mately 17,000  beds  by  the  year 
2000-01  and  will  be  sited  as  follows: 
Delano,  Kern  County  (Delano  II); 
California  City,  Kern  County;  San 
Diego  County  (San  Diego  II); 
Sacramento  area,  (Northern  Califor- 
nia Reception  Center);  Taft,  Kern 
County;  and  Solano  County  (Solano 
II). 

$320  million  in  proposed  GO 
bond  expenditures  in  the  State 
Water  Resources  Control  Board. 

Funds  will  be  used  to  build  new 
facilities  and  update  existing  local 
wastewater  treatment  plants  and 
water  reclamation  facilities.  The 
State's  contribution  will  leverage 
additional  federal  funds  ($  1  state  to 
$5  federal)  to:  provide  low  interest 
loans  to  local  communities  for 
construction  of  wastewater  treat- 
ment and  water  pollution  control 
projects;  provide  grants  to  small 
communities  for  the  construction  of 


wastewater  treatment  facilities;  and 
provide  loans  to  communities  for 
construction  of  cost-effective  water 
reclamation  projects. 

$220  million  in  proposed  GO 
bond  expenditures  in  the  Depart- 
ment of  Water  Resources  for  the 
Bay-Delta  Accord. 

The  Governor  has  committed  to 
providing  safe  and  reliable  water 
supplies  at  a  reasonable  cost  while 
restoring  and  protecting  riparian 
environments.  There  is  a  compelling 
need  for  application  of  this  policy  in 
the  San  Francisco  Bay/Sacramento- 
San  Joaquin  Delta.  The  Administra- 
tion proposes  $220  million  in 
General  Obligation  bonds  to  finance 
various  infrastructure  programs  to 
meet  its  commitment  in  the  Bay- 
Delta,  as  articulated  in  the 
Governor's  Water  Policy  Framework, 
Bay-Delta  Accord,  and  the  Central 
Valley  Project  Improvement  Act. 
Projects  would  include  fish  and 
wildlife  habitat  enhancement  and 
restoration,  delta  levee  rehabilita- 
tion, improvement  of  intake  struc- 
tures and  water  management 
infrastructure  of  the  South  Delta 
facilities,  and  feasibility  investiga- 
tions of  off-stream  storage  and 
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conjunctive  use  facilities.  (See  Infrastructure  in  the 
Budget  Summary  for  more  detail  on  this  program.) 

Bonds 

Bond  financing  is  a  form  of  long-term  borrowing  under 
which  the  State  raises  money  by  issuing  financial  securi- 
ties to  investors,  such  as  voter-approved  General  Obliga- 
tion bonds  or  legislatively-approved  lease-revenue 
bonds.  Bonds  are  used  to  finance  a  wide  variety  of 
projects  benefiting  the  public,  including  schools, 
prisons,  highways,  rail  transit,  parks  and  water  treat- 
ment facilities.  (For  specific  information  on  bond 
expenditures  see  the  various  expenditure  areas.) 

General  Obligation  Bonds.  California  currendy  owes 
§14.3  billion  in  principal  on  authorized  General  Obliga- 
tion bonds  as  of  the  end  of  calendar  year  1995.  Figure 
GG-B  reflects  outstanding  bonds  by  agency.  The  cost  to 
the  State's  General  Fund  for  the  payment  of  interest  and 
redemption  on  these  bonds  was  S  1.852  billion  in  1994-95, 
and  is  estimated  to  be  $1,951  billion  in  1995-96  and 
$1,959  billion  in  1996-97  (see  Figure  GG-C). 

Lease  Revenue  Bonds.  In  recent  years,  the  State  used 
lease-revenue  bonds  to  supplement  the  General  Obliga- 
tion bond  program.  The  lease-purchase  method  of 
financing  projects  has  been  used  primarily  for  higher 
education  facilities,  state  prison  construction  and 
general-purpose  office  buildings. 

Outstanding  lease-revenue  bonds  totaled  $5.5  billion  for 
1994-95  (see  Figure  GG-D),  and  are  estimated  to  total 
$5.5  billion  for  1995-96  and  $6.5  billion  for  1996-97. 
The  cost  to  the  State's  General  Fund  for  lease  payments 
(principal  and  interest)  was  $325  million  in  1994-95, 
and  is  estimated  to  be  $414  million  for  1995-96  and 
$487  million  for  1996-97. 

Bonded  indebtedness  can  be  measured  in  several  ways. 
The  most  common  measure  is  the  percent  of  General 
Fund  revenue  committed  to  paying  debt  service.  For 
1994-95,  California's  debt  was  5.3  percent  (General 
Obligation  and  lease-revenue) .  This  ranks  California  as 
15th  among  the  states  (source:  Moody's  Selected  Indica- 
tors of  Municipal  Performance)  .^ 
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'he  Governor's  Budget  is  the  result  of  a  process  which  begins  more  than  one  year  before  the  budget  becomes 
law.  When  presented  to  the  Legislature  on  January  10  of  each  year,  the  Governor's  Budget  incorporates  revenue 
and  expenditure  estimates  based  upon  the  most  current  information  available  through  late  December.  In  the  event 
that  the  Governor  wants  to  change  the  budget  presented  to  the  Legislature,  including  adjustments  resulting  from 
changes  in  population,  caseload  or  enrollment  estimates,  the  Department  of  Finance  proposes  adjustments  to  the 
Legislature  during  budget  hearings  through  Finance  Letters.  During  late  spring,  usually  May  and  June,  the  Depart- 
ment of  Finance  submits  revised  expenditure  and  revenue  estimates  for  both  the  current  and  budget  years  to  the 
Legislature.  This  update  process  is  referred  to  as  the  May  Revision.  The  Department  of  Finance  also  prepares 
updates  on  revenues  and  expenditures  at  interim  points  of  the  fiscal  year.  Listed  below  are  the  key  documents  used 
in  the  budget  process. 


Title 

Budget  Letters  and 
Management  Memos 

Budget  Change 
Proposals 


Governor's  Budget 


Governor's  Budget 
Summary 

Budget  Bill 


Budget  Analysis 


May  Revision  of 
General  Fund 
Revenues  and 
Expenditures 

Budget  Act 


Final  Budget  Summary 


Final  Change  Book 


Purpose 

Convey  Administration  guidelines  for  budget 
preparation  to  agencies  and  departments. 

Document  which  proposes  to  maintain  or 
change  the  existing  level  of  service. 


Governor  proposed  budget  for  the  upcoming 
fiscal  year. 

A  summary  of  the  Governor's  Budget. 


Request  spending  authorization  to  carry  out 
Governor's  expenditure  plan  (Legislative  budget 
decision  document.) 

Analysis  of  the  budget,  including  recommenda- 
tions for  changes  to  the  Governor's  Budget. 

Update  of  General  Fund  revenues,  expenditures 
and  reserve  estimates  based  on  the  latest 
economic  forecast. 

The  primary  annual  expenditure  authorization 
as  approved  by  the  Governor  and  Legislature, 
including  a  listing  of  Governor's  vetoes. 

Update  of  the  individual  Budget  Act  items  with 
changes  by  the  Governor's  vetoes,  including 
budget  summary  schedules. 

Update  of  changes  to  the  detailed  fiscal 
information  in  Governor's  Budget  . 


Prepared/Issued  By 


When 


Governor/  Department 
of  Finance 

. 

April  through 
December 

Agencies  and  depart- 
ments submit  to 
Department  of  Finance 

• 

July  through 
September 

for  analysis 

. 

Governor/Department 
of  Finance 

* 

January  10 

Governor/Department 
of  Finance 

. 

January  10 

Department  of  Finance/ 
Legislature 

• 

January  10 

Legislative  Analyst 

* 

February 

Department  of  Finance 

• 

Mid-May 

Legislature/  Governor 

- 

Late  June 

Department  of  Finance 

' 

Late-July 

Department  of  Finance 

Late  July 
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'he  following  budgetary  terms  are  used  frequently 
throughout  the  Governor's  Budget,  the  Governor's 
Budget  Summary  and  the  annual  Budget  (Appropria- 
tions) Bill.  Definitions  are  provided  for  terminology 
which  is  common  to  all  publications.  For  definitions  of 
terms  unique  to  a  specific  program  area,  please  refer  to 
the  individual  budget  presentation  of  interest. 

Administration  Program: 

An  accounting  for  departmental  central  management 
cost  such  as  the  Director's  Office,  Legal  Office,  Person- 
nel Office,  Accounting  and  Business  Services  functions 
that  generally  serve  the  whole  department. 

"Administration-distributed"  are  costs  more  properly 
distributed  to  the  program  activities  of  a  department  as 
indirect  costs. 

Allocation: 

A  distribution  of  funds,  or  an  expenditure  limit  estab- 
lished for  an  organization  unit. 

Allotment: 

A  part  of  an  appropriation  to  be  expended  for  a  particu- 
lar purpose  during  a  specified  time  period.  An  allot- 
ment is  generally  authorized  on  a  line-item  expenditure 
basis. 

Appropriation: 

An  authorization  from  a  specific  fund  to  a  specific 
agency  to  make  expenditures/incur  obligations  for  a 
specified  purpose  and  period  of  time.  The  Budget  Act 
contains  many  appropriations,  or  items.  These  appro- 
priation items  are  limited  to  one  year,  unless  otherwise 
specified.  Appropriations  are  made  by  the  Legislature  in 
the  annual  Budget  Act  and  in  other  legislation. 
Continuous  appropriations  (see  definition  below)  can 
be  provided  for  by  legislation  or  the  California  Constitution. 


Appropriations  Limit: 

As  defined  in  Section  8  of  Article  XIIIB  of  the  California 
Constitution,  enacted  by  the  passage  of  Proposition  4  at 
the  November  6,  1979  general  election,  the  growth  in 
the  level  of  certain  appropriations  from  tax  proceeds 
are  generally  limited  to  the  level  of  the  prior  year's 
appropriation  limit  as  adjusted  for  changes  in  cost  of 
living  and  population.  Other  adjustments  may  be  made 
for  such  reasons  as  the  transfer  of  services  from  one 
government  entity  to  another. 

Augmentation: 

An  increase  to  an  appropriation  as  provided  by  various 
control  sections,  Budget  Bill  language,  or  legislation. 

Authorized  Positions: 

Those  ongoing  positions  approved  in  the  final  budget 
of  the  preceding  year  less  positions  abolished  because 
of  continued,  extended  vacancy.  The  detail  of  autho- 
rized positions  by  classification  is  published  in  the 
Salaries  and  Wages  Supplement  for  each  agency. 
Changes  in  authorized  positions  are  listed  following 
each  department's  budget  presentation  in  the 
Governor's  Budget.   (See  Proposed  New  Positions.) 

Balance  Available: 

Amount  available  for  appropriation  or  expenditure/ 
encumbrance.  It  is  the  excess  of  cash  and  near-cash 
assets  of  a  fund  over  its  liabilities  and  reserves;  or 
commonly  called  surplus  available  for  appropriation.  It 
is  also  the  unobligated  balance  of  an  appropriation 
which  may  be  spent  for  the  purposes  of  the  specific 
appropriation. 

Baseline  Budget: 

A  baseline  budget  reflects  the  anticipated  costs  of 
carrying  out  the  current  level  of  service  or  activities  as 
authorized  by  the  Legislature.  It  includes  an  adjustment 
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for  cost  increases,  but  does  not  include  changes  in  level 
of  service  over  that  authorized  by  the  Legislature. 

Budget,  Program/Traditional: 

A  plan  of  operation  for  a  specific  period  of  time  ex- 
pressed in  financial  terms.  A  program  budget  expresses 
the  operating  plan  in  terms  of  the  costs  of  activities  to 
be  undertaken  to  achieve  specific  goals  and 
objectives.  A  traditional  budget  expresses  the  plan  in 
terms  of  the  costs  of  the  goods  or  services  to  be  used  to 
perform  specific  functions. 

The  Governor's  Budget  is  primarily  a  program  budget. 
However,  a  summary  of  proposed  expenditures  for 
goods  and  services  (Summary  by  Object)  is  included  for 
State  Operations,  Local  Assistance  and  Capital  Outlay 
for  each  department,  where  applicable. 

Budget  Bill/ Act: 

The  Budget  Bill  is  prepared  by  the  Department  of 
Finance  and  submitted  to  the  Legislature  in  January 
accompanying  the  Governor's  Budget.  The  Budget  Bill 
is  the  Governor's  proposal  for  spending  authorizations 
for  the  subsequent  fiscal  year  for  ongoing  programs 
authorized  by  the  Legislature.  The  Constitution  requires 
the  Legislature  to  pass  the  Budget  Bill  and  forward  it  by 
June  15  to  the  Governor  for  signature.  After  signature  by 
the  Governor,  the  Budget  Bill  becomes  the  Budget  Act. 

Budget  Change  Proposal  (BCP): 

A  proposal  to  change  the  level  of  service  or  funding 
sources  for  activities  authorized  by  the  Legislature,  or  to 
propose  new  program  activities  not  currently  authorized. 

Budget  Year  (BY): 

The  next  fiscal  year  beginning  July  1  and  ending  June  30 
for  which  the  Governor's  Budget  is  submitted.  The  year 
following  the  current  fiscal  year. 

Capital  Outlay: 

Expenditures  which  result  in  the  acquisition  of  or 
addition  to  major  fixed  assets  (e.g.,  land,  buildings  and 
equipment  related  to  construction). 


Carryover  Appropriations: 

The  balance  of  appropriations  available  for  expenditure 
in  years  subsequent  to  the  year  of  enactment. 

Category: 

A  grouping  of  related  objects  of  expenditure  (goods  or 
services),  such  as  Personal  Services,  Operating  Expenses 
and  Equipment,  and  Special  Items  of  Expense. 

Category  Transfer: 

A  control  section  of  the  Budget  Act  authorizes  the 
Department  of  Finance  to  augment  or  reduce  any 
category,  program,  or  project  by  transfer  from  any  other 
category,  program,  or  project  within  the  same  appro- 
priation. 

Augmentations  of  personal  services  and  operating 
expenses  and  equipment  categories  generally  cannot 
exceed,  in  the  aggregate,  20  percent  of  the  amount 
scheduled.  Lower  limits  exist  for  support  appropriations 
which  exceed  $2,000,000.  (See  Category.) 

Changes  in  Authorized  Positions: 

A  schedule  included  in  each  budget  presentation  in  the 
Governor's  Budget  which  reflects  personnel  staffing 
changes  made  subsequent  to  the  adoption  of  the 
current  year  budget  (transfers,  positions  established  and 
selected  reclassifications).  It  also  includes  proposed 
new  positions  for  the  budget  year. 

Character  of  Expenditure: 

A  classification  of  expenditures.  (See  State  Operations, 
Local  Assistance  or  Capital  Outlay.) 

Codes,  Uniform: 

A  set  of  codes,  used  in  all  major  fiscal  systems  of  Califor- 
nia State  government,  which  has  been  established  to 
identify  organizations,  programs,  funds,  appropriation 
structures,  receipts  and  line  item  objects  of  expendi- 
ture. The  Uniform  Codes  Manual,  published  by  the 
Department  of  Finance,  lists  all  such  uniform  codes. 
(See  Section  1.50  of  the  Budget  Act  for  an  explanation 
of  the  codes  used  for  Budget  Act  appropriation  items.) 
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Continuous  Appropriation: 

Amount,  actual  or  estimated,  available  each  year  under  a 
permanent  constitutional  or  statutory  expenditure 
authorization  which  exists  from  year  to  year  without 
further  legislative  action.  The  amount  available  may  be  a 
specific,  recurring  sum  each  year;  all  or  a  specified 
portion  of  the  proceeds  of  specified  revenues  which 
have  been  dedicated  permanendy  to  a  certain  purpose; 
or  whatever  amount  is  required  for  the  purpose  as 
determined  by  formula — such  as  school  apportionments. 

Control  Sections,  Budget  Act: 

The  Budget  Act  is  divided  into  sections.  Section  1.00 
establishes  a  citation  for  the  legislation.  Section  1.50 
provides  a  description  of  the  format  of  the  act.  Section 
2.00  contains  the  itemized  appropriations  for  support  of 
the  State  of  California.  Sections  4.00  through  99.50  are 
general  sections,  also  referred  to  as  control  sections, 
which  generally  provide  additional  authorizations  or 
place  additional  restrictions  on  one  or  more  of  the 
itemized  appropriations  contained  in  Section  2.00. 

Cost  of  Living  Adjustments  (COLAs). 
Statutory/ Discretionary: 

Increases  provided  in  state-funded  programs  which 
include  periodic  adjustments  predetermined  in  state 
law  (statutory),  e.g.,  K-12  education  apportionments; 
and  adjustments  which  may  be  established  at  optional 
levels  (discretionary)  by  the  Legislature  each  year,  e.g., 
Urban  Impact  Aid. 

Current  Year  (CY): 

The  fiscal  year  beginning  July  1  and  ending  June  30.  The 
time  period  we  are  in  now. 

Encumbrance: 

An  obligation  placed  on  an  appropriation  to  pay  for 
goods  or  services  which  have  been  ordered  by  means  of 
contracts,  salary  commitments,  etc.,  but  not  yet  re- 
ceived. 

Expenditure: 

Generally,  this  term  designates  the  amount  of  an  appro- 
priation used  for  goods  and  services  ordered  and 
received  whether  paid  or  unpaid,  including  expenses, 
provisions  for  debt  retirement  not  reported  as  a  liability 
of  the  fund  from  which  retired,  and  capital  oudays 
where  the  accounts  are  kept  on  an  accrual  basis  or  a 


modified  accrual  basis.  Where  the  accounts  are  kept  on 
a  cash  basis,  the  term  designates  only  actual  cash 
disbursements. 

Federal  Funds: 

In  state  budget  usage,  this  term  describes  all  funds 
received  direcdy  from  an  agency  of  the  federal  govern- 
ment but  not  those  received  through  other  state  depart- 
ments. Generally,  state  departments  must  initially 
deposit  such  federal  funds  in  the  Federal  Trust  Fund,  a 
fund  in  the  State  Treasury. 

Final  Budget: 

The  final  budget  is  the  Governor's  Budget  as  amended 
by  action  taken  on  the  Budget  Bill.  A  Final  Change  Book 
is  published  by  the  Department  of  Finance  after  enact- 
ment of  the  Budget  Act  to  reflect  the  changes  made  by 
the  Legislature  in  their  review  of  the  Budget  Bill  and  by 
the  Governor  by  power  of  line  item  veto.  It  includes  a 
detailed  list  of  changes  by  item  number. 

Finance  Letters: 

Proposals  made  by  the  Director  of  Finance  to  the 
chairpersons  of  the  committees  in  each  house  of  the 
Legislature  which  consider  appropriations  to  amend  the 
Budget  Bill  and  Governor's  Budget  from  that  submitted 
January  10  to  reflect  a  revised  plan  of  expenditure  for 
the  Budget  Year. 

Fiscal  Year  (FY): 

A  12-month  state  accounting  period  which  varies  from 
the  calendar  year  and  the  federal  fiscal  year.  In  Califor- 
nia State  government,  the  fiscal  year  runs  from  July  1 
through  the  following  June  30.  It  is  the  period  during 
which  obligations  are  incurred,  encumbrances  are  made 
and  appropriations  are  expended.  The  Governor's 
Budget  presents  three  years  of  detailed  fiscal  data  for 
the  past,  current  and  budget  years. 

The  state  fiscal  year  is  often  referenced  by  the  first 
calendar  year  of  the  fiscal  year,  e.g.,  "95"  or  "1995" 
means  the  1995-96  fiscal  year.  By  contrast,  the  federal 
1995-96  fiscal  year  is  often  referenced  as  "96"  or  "1996," 
and  lasts  from  October  1  through  September  30. 

Fund  Balance: 

Excess  of  the  assets  of  a  fund  over  its  liabilities.  (See 
"Balance  Available,  Special  Fund  for  Economic  Uncer- 
tainties and  Surplus.") 
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Fund  Condition  Statement: 

A  statement  included  in  the  Governor's  Budget  for  the 
General  Fund,  special  funds,  special  accounts  in  the 
General  Fund,  and  specific  bond  funds  and  nongovern- 
mental cost  funds  to  disclose  beginning  reserves, 
revenues  and  transfers,  expenditures  and  ending  reserves. 

Funds: 

A  legal  entity  that  provides  for  the  segregation  of  moneys 
or  other  resources  in  the  State  Treasury  for  specific 
activities  or  obligations  in  accordance  with  specific  restric- 
tions or  limitations.  A  separate  set  of  accounts  must  be 
maintained  for  each  fund  to  show  its  assets,  liabilities, 
reserves  and  surplus  (fund  balance),  as  well  as  its  income 
and  expenditures.  The  assets  of  a  fund  may  also  be  placed 
into  separate  accounts  to  provide  for  limitations  on 
specified  fund  income  or  expenditures. 

(See  "Description  of  Fund  Classifications  in  State 
Treasury,"  which  follows  in  this  volume.) 

General  Fund: 

The  General  Fund  is  the  predominant  fund  for  financing 
State  Operations.  It  is  used  to  account  for  revenues 
which  are  not  specifically  designated  to  be  accounted 
for  by  any  other  fund.  The  primary  sources  of  revenue 
for  the  General  Fund  are  the  personal  income  tax,  sales 
tax  and  bank  and  corporation  taxes.  A  complete  itemiza- 
tion of  the  revenue  sources  are  listed  in  Summary 
Schedule  8.  The  General  Fund  is  used  as  the  major 
funding  source  for  education  (K-12  and  higher  educa- 
tion), health  and  welfare  programs,  youth  and  adult 
correctional  programs  and  tax  relief.  Summary  Schedule 
9  provides  a  listing  of  expenditures  for  the  General 
Fund. 

Item: 

(See  "Appropriation.") 

Governmental  Cost  Funds: 

(See  "Special  Funds.") 

LimiteD'Term  Positions: 

A  limited-term  position  is  any  position  which  has  been 
authorized  for  a  specific  length  of  time  with  a  set 
termination  date.  Limited-term  positions  may  be  autho- 


rized during  the  budget  enactment  process  or  in 
transactions  approved  by  the  Department  of  Finance. 

Line  Item: 

("See  Objects.") 

Local  Assistance: 

Expenditures  made  for  the  support  of  local  government 
activities. 

Local  Mandates: 

("See  State-Mandated  Local  Program.") 

Merit  Salary  Adjustment: 

A  cost  factor  resulting  from  the  periodic  increase  in 
salaries  paid  to  personnel  occupying  authorized  posi- 
tions. Personnel  generally  receive  a  salary  adjustment  of 
5  percent  per  year  to  recognize  proficiency  in  the  work 
performed  up  to  the  upper  salary  limit  of  the  work 
classification. 

Minor  Capital  Outlay: 

Minor  Capital  Outlay  consists  of  construction  projects 
or  equipment  acquired  to  complete  a  construction 
project  estimated  to  cost  less  than  $250,000. 

Objects  (line  items)  : 

A  subclassification  of  expenditures  based  on  type  of 
goods  or  services.  For  example,  the  Personal  Services 
category  includes  the  objects  of  Salaries  and  Wages  and 
Staff  Benefits.  These  may  be  further  subdivided  into  line 
items  as  State  Employees'  Retirement,  Workers'  Com- 
pensation, etc.  Objects  do  not  reflect  a  function  or 
purpose  to  be  served  by  the  expenditure.  A  Summary  by 
Object  is  provided  for  each  department's  budget  in  the 
Governor's  Budget  for  State  Operations,  Local  Assis- 
tance and  Capital  Outlay  expenditures  where  appli- 
cable. The  Department  of  Finance  publishes  a  Uniform 
Codes  Manual  which  reflects  the  standard  line-item 
object  of  expenditure. 

Past  Year  (PY): 

The  fiscal  year  just  completed.  (See  Fiscal  Year.) 
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Personnel  Years: 


Reimbursements: 


The  actual  or  estimated  portion  of  a  position  expended 
for  the  performance  of  work.  For  example,  a  full-time 
position  which  was  filled  by  an  employee  for  half  of  a 
year  would  result  in  an  expenditure  of  0.5  personnel 
years. 

Positions: 

(See  "Authorized  Positions.") 

Programs: 

The  activities  of  an  organization  grouped  on  the  basis  of 
common  objectives.  Programs  are  comprised  of  ele- 
ments, which  can  be  further  divided  into  components 
and  tasks  (the  lowest  defined  program  activity). 

Proposed  New  Positions: 


Amount  received  as  a  repayment  of  the  cost  of  work,  or 
service  performed,  or  of  other  expenditures  made  for  or 
on  behalf  of  another  governmental  unit  or  department. 
Reimbursements  represent  the  recovery  of  an  expendi- 
ture. Reimbursements  are  available  for  expenditure  in 
accordance  with  the  budgeted  amount  (scheduled  in  an 
appropriation). 

Reserve: 

An  amount  set  aside  in  a  fund  balance  to  provide  for 
expenditures  from  the  unencumbered  balances  of 
continuing  appropriations,  economic  uncertainties, 
future  apportionments,  pending  salary  or  price  increase 
appropriations  and  appropriations  for  capital  outlay 
projects. 

Revenue: 


A  request  for  an  authorization  to  expend  funds  for  the 
employment  of  additional  people  for  the  performance 
of  work.  Proposed  new  positions  may  be  for  limited 
time  periods  (limited-term)  and  for  full  or  less  than  full- 
time.  Proposed  new  positions  may  be  for  an  authoriza- 
tion sufficient  to  employ  one  person,  or  for  a  sum  of 
funds  (blanket)  from  which  several  people  may  be 
employed. 

Reappropriation: 

The  extension  of  the  availability  of  an  appropriation  for 
expenditure  beyond  its  set  termination  date  and/or  for  a 
new  purpose.  Reappropriations  are  usually  authorized 
by  the  Legislature  for  one  year  extensions  at  a  time, 
with  the  exception  of  Capital  Outlay. 

Receipts: 

Describes  an  increase  in  the  assets  of  a  fund  including 
revenues  as  well  as  transfers  from  other  funds,  federal 
receipts  and  fund  reimbursements. 

Reconciliation  With  Appropriations: 

A  statement  in  each  budget  presentation  which  sets 
forth  the  source  and  amount  of  appropriations,  by  fund, 
available  to  the  department  and  the  disposition  of  such 
appropriated  funds.  Statements  are  presented  by  fund 
for  each  character  of  expenditure,  i.e.,  State  Operations, 
Local  Assistance  and  Capital  Outlay. 


The  addition  to  cash  or  other  current  assets  of  govern- 
mental costs  funds  (receipts)  which  do  not  increase  any 
liability  or  reserve  and  do  not  represent  the  recovery  of 
an  expenditure,  i.e.,  reimbursements.  Generally,  rev- 
enue is  derived  from  taxes,  licenses  and  fees  or  invest- 
ment earnings. 

Reversion: 

The  return  of  the  unused  portion  of  an  appropriation  to 
the  fund  from  which  the  appropriation  was  made.  The 
undisbursed  portion  of  an  appropriation  reverts  two 
years  (four  years  for  federal  funds)  after  the  last  day  of 
availability  for  encumbrance.  The  Budget  Act  often 
provides  for  the  reversion  of  unused  portions  of  appro- 
priations when  such  reversion  is  to  be  made  prior  to  the 
statutory  limit. 

Salary  Savings: 

Salary  savings  reflects  personnel  cost  savings  resulting 
from  vacancies  and  downward  reclassifications  as  a 
result  of  turnover  of  employees.  The  amount  of  bud- 
geted salary  savings  is  an  estimate  generally  based  on 
past  year  experience. 

Special  Fund  for  Economic  Uncertainties: 

Statutes  and  the  control  sections  of  the  Budget  Act 
provide  for  the  establishment  of  a  Special  Fund  for 
Economic  Uncertainties  and  a  reserve  in  each  special 
fund  to  provide  for  emergency  situations.  The  appro- 
priation of  such  funds  from  the  reserves  are  not  subject 
to  the  appropriation  limits  imposed  on  other  appropria- 
tions. (See  'Appropriations  Limits.") 
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Special  Funds: 


Summary  Schedules: 


Special  funds  is  a  generic  term  used  for  "governmental 
cost  funds"  other  than  the  General  Fund.  Governmental 
cost  funds  generally  are  commonly  defined  as  those 
funds  used  to  account  for  revenues  from  taxes,  licenses 
and  fees  where  the  use  of  such  revenues  is  restricted  by 
law  for  particular  functions  or  activities  of  government. 
Examples  of  special  funds  are  the  transportation  funds, 
fish  and  game  funds  and  the  professions  and  vocations 
funds.  Revenues,  expenditures  and  the  condition  of 
special  funds  are  summarized  in  Schedules  8,  9  and  10 
in  the  Governor's  Budget  Summary. 

Staff  Benefits: 

The  staff  benefits  object  represents  the  state  costs  of 
contributions  for  employees'  retirement,  OASDI,  health 
and  welfare  benefits,  worker's  compensation,  unem- 
ployment insurance,  industrial  disability  leave  benefits 
and  nonindustrial  disability  leave  benefits. 

State' Mandated  Local  Procram: 

State  reimbursements  to  local  governments  for  the  cost 
of  activities  required  by  legislative  and  executive  acts. 
This  requirement  was  established  by  Chapter  1406, 
Statutes  of  1972  (SB  90)  and  further  ratified  by  the 
adoption  of  Proposition  4  (a  constitutional  amendment) 
at  the  November  6,  1979,  general  election.  (See 
"Governor's  Budget:  8885  Commission  on  State  Mandates.") 

State  Operations: 

Expenditures  for  the  support  of  state  government, 
exclusive  of  capital  investments  and  expenditures  for 
local  government  activities. 

Summary  by  Object: 

A  summary  of  actual  past  year  and  estimated  current 
and  budget  year  expenditures  for  goods  and  services  for 
each  organization  presented  for  State  Operations,  Local 
Assistance  and  Capital  Outlay  expenditures. 

Summary  of  Program  Requirements: 

At  the  front  of  each  departmental  budget  is  a  Summary 
of  Program  Requirements.  It  presents  the  various 
departmental  programs  by  title,  dollar  totals,  personnel 
years,  and  source  of  funds  for  the  past,  current  and 
budget  years. 


The  Governor's  Budget  Summary  includes  schedules 
which  summarize  state  revenues,  expenditures  and 
other  fiscal  and  personnel  data  for  the  past,  current  and 
budget  years. 

Tax  Expenditures: 

Subsidies  provided  through  the  taxation  systems. 

Transfers: 

As  reflected  in  fund  condition  statements,  transfers 
reflect  the  movement  of  resources  from  one  fund  to 
another  based  on  statutory  authorization  or  specific 
legislative  transfer  authority. 
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evenues  and  expenditures  in  the  program  budget 
and  the  summary  schedules  reflect  the  activities  of  many 
separate  funds.  Summary  Schedule  10  provides  a  com- 
plete list  of  governmental  cost  funds.  The  Index  lists  those 
funds  for  which  Fund  Conditions  are  included  in  the 
budget  and  references  the  page  number.  General  Fund 
and  Special  Fund  expenditures  represent  the  cost  of 
government  and  are  included  in  budget  totals,  and  along 
with  selected  Bond  Funds,  are  included  in  the  overall 
expenditure  totals.  In  1981-82  the  State  of  California 
began  to  change  classification  of  funds  in  the  state  treasury 
to  conform  to  Generally  Accepted  Accounting  Principles  as 
set  forth  by  the  National  Council  on  Governmental 
Accounting.  Schedule  3  includes  a  description  of  these 
changes  and  shows  their  effect  on  the  budget  totals. 

General  Fund.  Used  to  account  for  all  revenues  and 
activities  financed  therefrom  which  are  not  required  by 
law  to  be  accounted  by  any  other  fund.  Most  state  expen- 
ditures are  financed  from  the  General  Fund.  Normally,  the 
only  difference  between  the  General  Fund  and  the  other 
governmental  costs  funds  is  the  restriction  placed  on  the 
use  of  the  other  governmental  cost  funds. 

Special  Funds.  Consists  of  governmental  cost  funds  used 
to  account  for  taxes  and  revenues  which  are  restricted  by 
law  for  particular  functions  or  activities  of  government. 
The  funds  included  in  these  classifications  are  primarily 
for  the  regulation  of  businesses,  professions  and  voca- 
tions; transportation;  law  enforcement;  and  capital  outlay. 

General  Fund  Special  Accounts.  Legislatively  created 
accounts  or  dedicated  revenues  within  the  General  Fund. 
Moneys  credited  to  such  accounts  may  be  used  only  for 
the  purposes  specified  in  the  legislation.  As  a  result  of 
Chapter  942,  Statutes  of  1977,  these  special  accounts  are 
treated  as  special  funds,  and  revenues  and  expenditures 
are  included  in  the  special  fund  totals  in  the  summary 
schedules  of  the  budget.  They  are  therefore  excluded  from 
the  General  Fund  unrestricted  revenues,  expenditures  and 
reserves. 

Other  Funds.  Expenditures  from  funds  which  do  not 
represent  a  cost  of  government  are  not  included  in  the 
budget  totals.  They  consist  of  moneys  which  were  derived 


from  sources  other  than  general  or  special  taxes,  licenses, 
fees  or  other  state  revenues.  Included  are  receipts  from 
the  Federal  Government,  funds  created  for  accounting 
purposes,  receipts  from  sale  of  lands,  or  moneys  held  in 
trust.  These  funds  are  segregated  into  the  following 
classifications: 

Working  Capital  and  Revolving  Funds.  Funds  created  to 
finance  internal  service  activities  rendered  by  a  state 
agency  to  other  state  agencies  or  to  local  governments  for 
which  charges  are  made  at  cost.  The  charges  are  reflected 
as  expenditures  in  the  budget  of  the  agency  receiving  the 
commodity  or  service. 

Public  Service  Enterprise  Funds.  Self-supporting 
activities  operated  by  the  State  for  the  benefit  of  the  public. 
Funds  are  derived  from  charges  to  those  who  use  the 
service  and  no  support  is  derived  from  taxes,  licenses  or 
other  state  revenues. 

Bond  Funds.  Used  to  account  for  the  receipt  and  dis- 
bursement of  proceeds  from  the  sale  of  bonds  and  to 
finance  projects  for  which  the  bonds  were  authorized. 
Expenditures  are  considered  a  cost  of  government  at  the 
time  interest  payments  are  made  and  as  the  bonds  are 
redeemed. 

Retirement  Funds.  Moneys  held  in  trust  by  the  State  for 
retirement  benefit  payments. 

Trust  and  Agency  Funds.  Funds  holding  moneys  in  trust 
pending  disbursements  to  trustors,  moneys  received  from 
the  Federal  Government  to  be  expended  for  specific 
purposes,  and  other  funds  which  do  not  derive  their 
sources  from  taxes  or  other  state  revenues,  or  are  in  the 
nature  of  transitory  funds  created  for  the  convenience  of 
accounting  receipts  or  disbursements  which  are  not 
necessarily  revenues  or  expenditures. 

Selected  Bond  Funds.  Selected  bond  funds  are  General 
Obligation  Bond  funds  which  are  nonself-liquidating. 
Included  in  the  overall  expenditures  totals  of  Schedules  1 
and  9  for  budget  purposes  are  expenditures  from  the 
selected  bond  funds.  The  following  page  provides  a 
complete  listing  of  all  selected  bond  funds. 
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FUND 
NO.  FUND  NAME 

0732  Beach,  Park,  Recreational  and  Historical  Facilities 
Fund  of  1964,  State 

0733  Beach,  Park,  Recreational  and  Historical  Facilities 
Fund  of  1974,  State 

0743    Bond  Proceeds  Account,  State  School  Building 
Lease-Purchase  Fund 

0703    Clean  Air  and  Transportation  Improvement  Fund 

0740    Clean  Water  Bond  Fund  of  1984,  State 

0734  Clean  Water  Fund,  State 

0737  Clean  Water  and  Water  Conservation  Fund,  State 

0764  Clean  Water  and  Water  Reclamation  Fund  of  1988 

0730  Coastal  Conservancy  Fund  of  1984,  State 

0716  Community  Parklands  Fund 

0736  Construction  Program  Fund,  State 

0711    County  Correctional  Facility  Capital  Expenditure 
Fund  of  1986 

0796    County  Correctional  Facility  Capital  Expenditure 
and  Youth  Facility  Bond  Fund  of  1988 

0725    County  Jail  Capital  Expenditure  Fund,  Bond  Act 
of  1981 

0727    County  Jail  Capital  Expenditure  Fund,  Bond  Act 
of  1984 

0788    Earthquake  Safety  and  Housing  Rehabilitation 
Bond  Account,  Housing  Rehabilitation  Loan 
Fund,  California 

0768    Earthquake  Safety  and  Public  Building  Rehabilita- 
tion Fund  of  1990 

0748    Fish  and  Wildlife  Habitat  Enhancement  Fund 

0710    Hazardous  Substance  Cleanup  Fund 

0718    Health  Science  Facilities  Construction  Program 
Fund 

0782    Higher  Education  Capital  Outlay  Bond  Fund 

0785    Higher  Education  Capital  Outlay  Bond  Fund  of 
1988 

0791    Higher  Education  Capital  Outlay  Fund,  June  1990 

0705    Higher  Education  Capital  Outlay  Bond  Fund  of 
1992 

0658    Higher  Education  Capital  Outlay  Bond  Fund  of 
1996  (Proposed) 

0714    Home  Building  and  Rehabilitation  Fund 


.    FUND 

■      NO.  FUND  NAME 

•  0720    Lake  Tahoe  Acquisition  Fund 

.   0794    Library  Construction  and  Renovation  Fund, 
California 

•  0723    New  Prison  Construction  Fund 

0762    Oil  Spill  Bond  Expense  Account,  Oil  Spill  Preven- 
tion and  Administration  Fund 

!  0721  Parkland  Fund  of  1980 

;  0722  Parkland  Fund  of  1984 

!  0756  Passenger  Rail  Bond  Fund  of  1990 

\  0751  Prison  Construction  Bond  Fund  of  1990 

\  0724  Prison  Construction  Fund  of  1984 

\  0746  Prison  Construction  Fund  of  1986 

0747  Prison  Construction  Fund  of  1988 

I  0659  Public  Safety  Bond  Fund  of  1996  (Proposed) 

•  0728    Recreation  and  Fish  and  Wildlife  Enhancement 

Fund 

•  0749    Refunding  Escrow  Fund 

•  0707    Safe  Drinking  Water  Fund,  California 

!   0793    Safe  Drinking  Water  Fund  of  1988,  California 

•  0789    School  Facilities  June  1988  Bond  Account,  State 

School  Building  Lease-Purchase  Fund 

0776    School  Facilities  November  1988  Bond  Account, 
State  School  Building  Lease-Purchase  Fund 

'.   0774    School  Facilities  June  1990  Bond  Account,  State 
School  Building  Lease-Purchase  Fund 

"   0708    School  Facilities  Bond  Act,  November  1990,  State 
School  Building  Lease-Purchase  Fund 

!  0745  School  Facilities  Bond  Act,  June  1992 

'  0765  School  Facilities  Bond  Act,  November  1992 

'.  0729  Senior  Center  Bond  Act  Fund 

«  0742  Urban  and  Coastal  Park  Fund,  State 

I  0790  Water  Conservation  Fund  of  1988 

0744    Water  Conservation  and  Water  Quality  Bond  Fund 
of  1986 

0786  Wildlife,  Coastal  and  Park  Land  Conservation 
Fund  of  1988,  California 

0787  Wildlife  and  Natural  Areas  Conservation  Fund 
(subfundof0786) 
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le  Budget  Summary  includes  summary  informa- 
tion in  various  schedules.  The  following  schedules  are 
those  which  may  be  the  most  useful  for  the  public, 
private  sector,  or  other  levels  of  government. 
SCHEDULE  1.  General  Budget  Summary — Provides  for 
a  summary  of  total  statewide  revenues  and  expendi- 
tures for  the  General  Fund  and  Special  funds  plus 
expenditure  totals  for  the  Selected  Bond  funds. 
SCHEDULE  2.  Total  State  Spending  Plan — Provides  in 
single  schedule  the  State's  total  spending  plan.  In 
addition  to  the  General  Fund,  Special  funds,  and 
Selected  Bond  funds,  expenditures  from  nongovern- 
mental Cost  funds  and  Federal  funds  are  shown. 
SCHEDULE  3A.  Total  State  Spending  Plan  by  Gener- 
ally Accepted  Accounting  Principles  (GAAP)  Fund 
Classifications — Provides  in  a  single  schedule  the 
State's  Total  Spending  Plan  (Schedule  2)  rearranged 
into  GAAP  Fund  Classifications. 

SCHEDULE  3B.  Comparison  of  California's  Current 
Fund  Structure  to  Recommended  GAAP  Fund  Classifica- 
tions— Provides  a  comparison  of  California's  Current 
Fund  Structure  to  recommended  GAAP  Fund  Classifi- 
cations. 

SCHEDULE  4.  Personnel  Years  and  Salary  Cost  Esti- 
mates— Provides  personnel  year  data  and  correspond- 
ing dollar  amounts  by  functional  breakdown  and 
position  classifications.  This  schedule  reflects  net  data 
after  salary  savings. 

SCHEDULE  5  Positions  and  Salary  Cost  Estimates — 
Provides  position  and  personnel  year  data  and  corre- 
sponding dollar  amounts  by  functional  breakdown.  This 
schedule  reflects  both  gross  data  before  salary  savings 
and  net  totals  salaries  and  wages. 

SCHEDULE  6.  Summary  of  State  Population,  Employ- 
ees, and  Expenditures — Provides  historical  data  of  State 
population,  employees  and  expenditures. 
SCHEDULE  7.  General  Fund:  Statement  of  Financial 
Condition — Provides  the  financial  condition  of  the 
General  Fund  as  of  June  30  from  the  most  recently 
available  information  from  the  State  Controller. 
SCHEDULE  8.  Comparative  Statement  of  Revenues — 
Provides  General  Fund  and  Special  fund  revenue 
detailed  amounts  within  three  main  breakdowns  of: 
(1)  major  taxes  and  licenses,  (2)  other  revenues, 
and  (3)  transfers. 


*  SCHEDULE  9-  Comparative  Statement  of 
Expenditures — Provides  a  listing  of  expenditures  in  the 

\   order  of  printing  of  individual  budgets  from  the  General 
Fund,  Special  funds,  selected  Bond  funds  and  Federal 

*  funds  for  State  Operations,  Local  Assistance  and  Capital 
Outlay. 

*  SCHEDULE  10.  Summary  of  Fund  Condition  State- 
ments— Provides  for  the  General  Fund  and  each  Special 

*  fund  the  beginning  reserve,  income,  expenditures, 

.    transfers,  and  ending  reserve  for  each  of  the  three  fiscal 

*  years  displayed  in  the  Governor's  Budget. 

.    SCHEDULE  11.  Statement  of  Bonded  Debt — Provides  a 

'  listing  of  all  general  obligation  bonds  including  maturity 
dates,  authorized  amount  of  bond  issues,  unsold  issues, 
redemptions  and  outstanding  issues. 

.    SCHEDULE  12A.  State  Appropriations  Limit 
Summary — Provides  a  summary  of  Schedules  12B 
through  12E  and  calculates  the  State  Appropriations 

\   Limit  (SAL),  total  SAL  Appropriations  and  the  Appropria- 
tion Limit  Room  or  Surplus. 

;    SCHEDULE  12B.  Revenues  to  Excluded  Funds — 

■  Provides  a  listing  of  revenues  to  special  funds  that  are 
'    not  included  in  the  calculation  of  total  appropriations 

subject  to  the  State  Appropriations  Limit. 
\    SCHEDULE  12C.  Non-tax  Revenues  in  Funds  Subject  to 
Limit — Provides  a  total  of  nontax  revenues  for  General 

*  and  Special  funds  deposited  in  funds  that  are  included 
in  the  calculation  of  total  appropriations  subject  to  the 
State  Appropriations  Limit. 

*  SCHEDULE  1 2D.  Transfer  from  Excluded  Funds  to 

',   Included  Funds — Provides  transfers  between  funds  that 

■  are  included  in  calculating  the  appropriations  subject  to 

*  the  State  Appropriations  Limit. 

SCHEDULE  12E.  Expenditures  Excluded  from  Limit  by 
Agency — Provides  a  distribution  of  actual  gross  appro- 
priations that  are  excluded  from  appropriations  subject 
.   to  the  State  Appropriations  Limit. 
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SCHEDULE  1 

GENERAL  BUDGET  SUMMARY1 

(In  Thousands) 


1994-952 


Selected 

Expenditure 

Reference 

Budget 

Bond 

Totals 

to 

General 

Special 

Expenditure 

Fund 

Including 

Schedule 

Fund 

Funds 

Totals 

Expenditures 

Bonds 

10 

$109,066 

$1,411,099 

8 

42,710,072 

12,231,683 

- 

1,025,000 

- 

- 

1,200,000 

- 

9 

41,961,458 

11,942,945 

$53,904,403 

$708,120 

$54,612,523 

10 

$682,680 

$1,699,837 

- 

63,437 
312,968 

- 

Prior  year  resources  available 10 

Revenues,  transfers  and  other  additions 

Deficit  Elimination  Plan-loan 

Loan  Repayments 

Expenditures 

Fund  Balance6 

Reserve  for  Proposition  984 

Special  Fund  for  Economic  Uncertainties3.. 

Reserves  for  Economic  Uncertainties3 

Reserve  for  Liquidation  of  Encumbrances5 

1995-96 

Prior  year  resources  available 10 

Revenues  and  transfers 8 

Loan  Repayments 

Expenditures 9 

Fund  Balance6 10 

Reserve  for  Proposition  984 

Special  Fund  for  Economic  Uncertainties3 

Reserves  for  Economic  Uncertainties3 

Reserve  for  Liquidation  of  Encumbrances5 

1996-97 

Prior  year  resources  available 10 

Revenues  and  transfers 8 

Expenditures 9 

Fund  Balance6 1 0 

Reserve  for  Proposition  98' 

Special  Fund  for  Economic  Uncertainties3- 

Reserves  for  Economic  Uncertainties3 

Reserve  for  Liquidation  of  Encumbrances5 


306,275 


$682,680 
44,991 ,005 

1,025,000 
44,246,040 

$402,645 

46,414 
49,956 

306,275 


$402,645 
45,570,510 
45,242,195 

$730,960 

20,951 
403,734 

306,275 


1,699,837 


$1,699,837 
12,859,423 

12,941,805 
$1,617,455 


1,617,455 


$1,617,455 
13,281,711 
13,333,005 
$1,566,161 


1,566,161 


$57,187,845 


$688,071 


$57,875,916 


$58,575,200 


$2,955,708 


$61,530,908 


1  The  General  Budget  Summary  includes  the  revenues  and  expenditures  of  all  state  funds  that  reflect  the  cost  of  State  government  and  selected  bond 

fund  expenditures.  The  transactions  involving  other  nongovernmental  cost  funds  are  excluded.  The  amounts  included  in  this  schedule  for  expenditures 

and  revenues  may  not  agree  with  those  shown  in  Schedules  8,  9  and  10  due  to  rounding. 
3  Due  to  lack  of  time  for  complete  reconciliation  to  the  State  Controller's  preliminary  fiscal  data  for  their  annual  report,  the  amounts  reflected  in  the 

1994-95  fiscal  year  may  not  agree  with  the  data  which  will  be  included  in  the  State  Controller's  Annual  Report. 
3  The  Special  Fund  for  Economic  Uncertainties  and  the  Reserves  for  Economic  Uncertainties  provide  sources  of  funds  to  meet  obligations  of  the  General 

Fund  and  Special  Funds  in  the  event  of  a  decline  in  revenues  or  an  unanticipated  increase  in  expenditures. 
*  The  Reserve  for  Proposition  98  represents  the  amounts  which  were  not  spent  from  appropriations  made  to  meet  the  State's  obligation  to  conform  to 

Proposition  98. 
3  The  Reserve  for  Liquidation  of  Encumbrances  represents  an  amount  which  will  be  expended  in  the  future  for  state  obligations  for  which  goods 

and  services  have  not  been  received.  This  Reserve  treatment  is  consistent  with  accounting  methodology  prescribed  by  Generally  Accepted 

Accounting  Principles  (GAAP)  and  Chapter  1286,  Statutes  of  1984  (AB  3372)  which  requires  the  State  to  conform  its  fiscal  management  system  to  GAAP. 
6  The  Fund  Balance  for  the  General  Fund  includes  amounts  for  unencumbered  balances  of  continuing  appropriations  at  the  end  of  the  1 994-95, 

1995-96  and  1996-97  fiscal  years  of  $101,062;  $92,191,  and  $8,786  (in  thousands)  respectively. 


S^p-pendix  II 


J^ppcruli 


IX 


SCHEDULE  2 
TOTAL  STATE  SPENDING  PLAN 

This  Schedule  is  included  for  informational  purposes  to  show  in  one  place  the  expenditures  of  all  funds  which  are  accounted  for  by  the  State. 

A  basic  premise  in  a  consolidation  such  as  this  is  that  the  State  is  the  financial  unit  and  individual  funds  are  subsidiary  units  to  the  State.  This  is  similar  to  financial 
units  in  the  private  sector  in  which  diversified  commercial  corporations  with  several  subsidiaries  report  their  operation  on  a  consolidated  basis — but  is  a  contrast  to 
traditional  governmental  accounting,  which  has  held  that  the  individual  funds  are  the  financial  units  and  should  not  be  consolidated  with  other  funds  or  types  of  funds.  A 
total  consolidation  presents  both  theoretical  and  practical  problems  because  of  the  individual  nature  of  each  fund.  In  essence,  each  fund  is  a  separate  fiscal  and  legal 
entity  that  operates  under  the  specific  legal  provisions  that  created  it.  Examples  of  problems  which  may  arise  from  an  unqualified  consolidation  are  (1)  funds  are 
accounted  for  in  a  different  manner,  (2)  duplication  of  expenditures  result,  (3)  expenditures  from  non-state  funds  are  included,  and  (4)  expenditures  are  included  for 
quasi-state  operations  such  as  Workers'  Compensation  and  for  payment  of  retirement  benefits  for  other  governmental  units. 

In  order  to  minimize  misinterpretations,  this  Schedule  is  displayed  in  two  parts.  Part  A  summarizes  those  expenditures  from  funds  traditionally  included  in  budget 
totals;  Part  B  summarizes  expenditures  from  the  other  funds  which  are  collectively  identified  as  nongovernmental  cost  funds.  Schedule  2,  in  either  part,  does  not 
include  reimbursements  received  from  the  public  or  other  levels  of  government,  as  these  are  deducted  from  State  expenditures. 

TOTAL  STATE  SPENDING  PLAN— PART  A 
GOVERNMENTAL  COST,  SELECTED  BOND  FUNDS  AND  FEDERAL  FUNDS 

As  stated  above,  Part  A  summarizes  expenditures  from  funds  which  are  traditionally  included  as  part  of  State  expenditure  summaries  in  the  Governor's  Budget  and 
other  State  financial  reports.  The  major  portion  of  the  expenditures  shown  in  Part  A  is  for  the  General  Fund  and  the  various  special  funds,  which  are  commonly  referred 
to  as  "governmental  cost  funds."  This  term  is  used  because  these  funds  are  used  to  account  for  moneys  which  are  derived  from  general  and  special  taxes,  licenses,  fees 
or  other  revenue  sources  to  provide  financing  for  State  activities  which  are  for  the  general  purposes  of  State  government. 

The  selected  bond  funds  are  included  in  Part  A  because  of  the  historical  legislative  interest  in  showing  these  expenditures  in  budget  totals.  It  should  be  noted  that 
there  is  a  duplication  in  showing  these  expenditure  amounts  from  bond  proceeds  because  the  expenditures  are  included  both  when  bond  proceeds  are  spent  and  when 
debt  service  is  paid. 

The  Federal  funds  have  also  been  included  in  Part  A  because  of  increasing  interest  in  the  level  of  the  State's  expenditure  of  Federal  funds.  The  detail  of  expenditures 
by  department  for  the  General  Fund,  special  funds,  selected  bond  funds  and  Federal  funds  is  shown  in  Schedule  9- 


Funds  1994-95'  1995-96*  1996-97* 

Governmental  Cost  Funds: 

General  Fund $41,961,466         $44,246,044         $45,242,193 

Special  Funds 11,942,940  12,941,821  13,333,006 

Totals,  Governmental  Cost  Funds $53,904,406         $57,187,865         $58,575,199 

Selected  Bond  Funds 708,120  688,074  2,955,708 

Totals,  Governmental  Cost  Funds  and  Selected  Bond  Funds $54,612,526         $57,875,939         $61,530,907 

Federal  Funds 31,497,271  31,598,906  31,171,231 

TOTALS $86,109,797         $89,474,845         $92,702,138 

TOTAL  STATE  SPENDING  PLAN— PART  B 
NONGOVERNMENTAL  COST  FUNDS 

Nongovernmental  cost  funds  are  used  to  account  for  moneys  which  are  derived  from  sources  other  than  general  or  special  taxes,  licenses,  fees  or  other  state 
revenues.  Although  Federal  funds  and  bond  funds  are  classified  as  nongovernmental  costs  funds,  they  are  included  in  Part  A  for  reasons  cited  therein.  The  nongovern- 
mental cost  funds  shown  in  Part  B  are  segregated  into  the  following  classifications. 

PUBLIC  SERVICE  ENTERPRISE  FUNDS 

Public  Service  Enterprise  Funds  are  used  to  account  for  the  transactions  of  self-supporting  enterprises  which  render  services  for  a  charge  primarily  to  the  general 
public. 

Activities  which  are  accounted  through  Public  Service  Enterprise  Funds  include  toll  bridges,  harbor  facilities,  disability  insurance,  college  housing,  and  veterans  farm 
and  home  loan  financing.  Bond  funds  and  sinking  funds  related  to  a  public  service  enterprise  are  included  in  this  classification. 

Public  Service  Enterprise  Funds  differ  from  Working  Capital  and  Revolving  Funds  in  that,  in  the  latter,  fees  for  services  rendered  are  largely  from  other  Sate  agencies 
or  local  governments. 
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It  should  be  noted  that  expenditures  shown  below  from  the  Compensation  Insurance  Fund  do  not  include  benefit  payments  to  State  employees  because  the  State  is 
self-funded.  The  expenditures  shown  are  benefits  paid  from  funding  provided  through  insurance  premiums  and  therefore  are  not  true  State  costs. 

WORKING  CAPITAL  AND  REVOLVING  FUNDS 

Working  Capital  and  Revolving  Funds  are  used  to  account  for  the  internal  service  activities  rendered  by  a  State  agency  to  other  State  agencies  or  to  local  governments. 
Activities  which  are  accounted  through  Working  Capital  and  Revolving  Funds  include  centralized  purchasing  for  stores,  consolidated  data  center  services,  printing, 
architectural  services,  manufacturing,  surplus  money  investment,  payroll  disbursement,  automotive  management,  and  building  operations. 

Working  Capital  and  Revolving  Funds  differ  from  the  Public  Service  Enterprise  Funds,  which  render  services  primarily  to  the  general  public.  To  the  extent  that 
services  are  provided  to  other  State  agencies,  expenditures  shown  in  Working  Capital  and  Revolving  Funds  are  duplicative  of  expenditures  shown  in  the  agencies. 

BOND  FUNDS 

Bond  Funds  are  used  to  account  for  the  receipt  and  disbursement  of  bond  proceeds.  They  do  not  account  for  bond  retirement  since  the  liability  created  by  the  sale  of 
bonds  is  not  a  liability  of  these  funds.  Bonds  are  retired  and  the  interest  obligations  thereon  are  paid  through  the  provisions  specified  in  the  bond  act. 

Bond  Funds  related  to  a  public  service  enterprise  are  included  in  the  Public  Service  Enterprise  Fund  classification. 

RETIREMENT  FUNDS 

Retirement  Funds  are  used  to  account  for  employer  and  member  contributions  received  by  various  retirement  systems,  the  investment  of  these  moneys,  annuity 
payments,  refunds  to  members,  and  other  receipts  and  disbursements.  The  amounts  shown  below  reflect  both  administrative  costs  and  benefits  paid  to  annuitants.  For 
the  Public  Employees'  Retirement  Fund  and  the  Teachers'  Retirement  Fund,  funding  includes  non-state  sources  and  expenditures  therefrom  are  not  true  State  costs. 
Also,  costs  funded  from  amounts  transferred  into  these  funds  from  other  State  agencies  are  duplicative  of  expenditures  shown  in  the  agencies. 

OTHER  NONGOVERNMENTAL  COST  FUNDS 

For  selected  programs,  the  State  budget  has  traditionally  included  funding  provided  by  county  funds  and  university  funds  for  informational  purposes.  Because  of 
inclusion  in  the  budget,  these  expenditures  are  shown  in  Schedule  2.  The  balance  of  funds  shown  in  this  classification  are  for  Trust  and  Agency  Funds  which  are  used  to 
account  for  moneys  and  properties  that  are  received  from  other  than  Federal  sources  and  which  are  held  and  disbursed  from  the  State  Treasury  by  the  State  as  trustee  or 
custodian. 

The  following  provides  detail  for  the  significant  funds  and  amounts  which  comprise  the  various  categories  of  Nongovernmental  Cost  Funds: 


1994-95-  1995-96'  1996-97- 

Funds  Amount  Amount  Amount 

PUBLIC  SERVICE  ENTERPRISE  FUNDS 

Housing  Finance  Fund,  California $11, 091  $12,329  $12,329 

Water  Resources  Development  Bond  Fund 285,645  409,094  345,656 

Central  Valley  Water  Project  Const  Fund 201,514  242,308  130,698 

Central  Valley  Water  Project  Revenue  Fund 255,204  212,722  219,138 

Expo  &  State  Fair  Enterprise  Fund,  Cal 18,169  17,522  17,750 

Compensation  Insurance  Fund 1,100,766  1,311,000  1,361,000 

Employment  Training  Fund 123,822  70,926  70,994 

Harbors  and  Watercraft  Revolving  Fund 38,428  47,034  50,812 

Univ  Continuing  Education  Revenue  Ed,  St 87,114  87,801  89,500 

Univ  Dormitory  Revenue  Fd,  Calif  State  81,612  63,985  63,985 

Univ  Parking  Revenue  Fund,  State 5,974  19,643  19,643 

Unemployment  Compensation  Disability  Fund 1,909,059  1,990,494  2,057,244 

Veterans  Farm  &  Home  Building  Fund  1943 318,415  318,661  305,864 

Others 7,959  22,472  17,022 

TOTALS,PUBUC  SERVICE  ENTERPRISE  FUNDS $4,444,772  $4,825,991  $4,761,635 
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Funds 
WORKING  CAPITAL  AND  REVOLVING  FUNDS 

Protective  Services  Fund 

Architecture  Revolving  Fund 

Health  &  Welfare  Agency  Data  Center  Revenue  Fund 

Mobilehome  Manufactured  Home  Revolving  Fund 

Public  Buildings  Construction  Fund 

Service  Revolving  Fund 

Water  Quality  Control  Fund,  State 

Stephen  P  Teale  Data  Center  Revolving  Fund 

Consumer  Affairs  Fund 

Others 


TOTALS,  WORKING  CAPITAL  AND  REVOLVING  FUNDS 

BOND  FUNDS-OTHER 

School  Building  Aid  Fund,  State 


1994-95' 
Amount 


$20,400 

83,923 

13,257 

544,976 

394,335 

9,101 

77,460 

1,027 

-9,000 


$1,135,479 


$26,883 


7995-96* 
Amount 

$28,034 
21,862 

159,356 
13,148 

741,305 

352,959 

10,135 

76,838 

25,027 

2,474 


$1,431,138 


$23,489 


TOTALS,  BOND  FUNDS-OTHER 


$26,883 


$23,489 


1996-97* 
Amount 

$28,034 
21,441 

187,685 
13,435 

399,458 

369,097 

3,663 

78,434 

25,027 

1,253 

$1,127,527 


$20,803 


$20,803 


RETIREMENT  FUNDS 

Judges  Retirement  Fund  $68,484 

Public  Employees'  Retirement  Fund  3,696,531 

Teachers  Retirement  Fund  2,704,679 

Others 5,592 

TOTALS,  RETIREMENT  FUNDS $6,475,286 

OTHER  NONGOVERNMENTAL  COST  FUNDS 

Administrative  Claiming  Fund  $20,000 

Targeted  Case  Management  Claiming  Fund 

Emerg  Serv  &  Supplemental  Payments  Fund 274,747 

Lottery  Education  Fund,  Calif  State 759,966 

Flexelect  Benefit  Fund 12,287 

Public  Employees'  Health  Care  Fund 315,974 

Medi-Cal  Inpatient  Pymt  Adjustment  Fund 1,472,119 

University  Lottery  Education  Fund,  Cal  S 27,574 

Collins-Dugan  CA  Conservation  Corps  Fund  5,537 

School  Employees  Fund 34,493 

Inmate  Welfare  Fund 35,150 

Forest  Resources  Improvement  Fund 15,650 

Trial  Court  Trust  Fund 154,991 

Special  Deposit  Fund 41,395 

Guaranteed  Loan  Reserve  Fund,  State 109,384 

Local  Properly  Tax  Revenues 9,905,981 

Toll  Bridge  Funds,  Consolidated 128,903 

Higher  Education  Fees  and  Income-  UC/CC 1,002,144 

University  Funds— Unclassified 3,837,619 

Other  Unclassified  Funds 765,105 

Others 35,044 

TOTALS,  OTHER  NONGOVERNMENTAL  COST  FUNDS $18,954,063 

TOTAL $31,036,483 


$75,446 

$75,446 

4,064,840 

4,471,811 

3,125,915 

3,426,061 

5,882 

6,064 

$7,272,083 

$7,979,382 

$6,667 

$6,667 

13,333 

13,333 

556,285 

111 

760,025 

758,338 

12,874 

13,481 

350,557 

374,948 

966,224 

1,317,667 

35,900 

30,000 

23,675 

24,024 

35,723 

35,424 

39,812 

43,072 

14,918 

14,630 

155,500 

1,434,600 

61,952 

14,644 

29,181 

30,222 

10,009,526 

10,069,678 

151,849 

248,134 

1,014,816 

1,031,212 

4,037,603 

4,154,526 

445,829 

442,564 

51,055 

39,519 

$18,773,304 

$20,096,794 

$32,326,005 

$33,986,141 

TOTAL  STATE  SPENDING  PLAN— PART  C 
REIMBURSEMENTS 


Funds 


Rei  mburs  ements . 
*  Dollars  in  thousands 


1994-95* 

1995-96* 

1996-97* 

Amount 

Amount 

Amount 

$3,322,278 

$3,875,741 

$3,939,866 
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IMPLEMENTATION  OF  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES 

Implementation  of  Chapter  1 286,  Statues  of  1 984,  requires  the  state  to  conform  its  financial  management  system  to  Generally  Accepted  Accounting  Principles  (GAAP) 
to  the  extent  that  the  Department  of  Finance  deems  it  to  be  in  the  best  interest  of  the  State. 

GAAP  represents  uniform  minimum  standards  and  guidelines  for  financial  accounting  and  reporting.  The  goal  of  GAAP  is  to  standardize  the  accounting  and  financial 
reporting  of  organizations  regardless  of  jurisdictional  legal  provisions  and  customs.  The  purpose  of  "Governmental  GAAP"  is  to  provide  a  uniform  set  of  rules  so  the 
presentation  of  governmental  financial  reports  for  taxpayers,  bond  rating  companies,  legislators  and  other  readers  are  consistent  from  year  to  year,  as  well  as  comparable 
between  governmental  entities. 

The  Governmental  Accounting  Standards  Board  (GASB)  establishes  accounting  and  financial  reporting  standards  for  activities  and  transactions  of  state  and  local 
governmental  entities.  The  State  of  California  currently  is  a  dues-paying  member  of  the  GASB  organization  and  provides  input  for  the  various  issues  being  studied  by  GASB. 

An  effort  is  currently  underway  within  the  Department  of  Finance  to  ensure  that  the  budget  and  financial  statements  of  the  state  are  more  understandable  and  are 
presented  in  a  fair  and  consistent  manner  through  the  application  of  Generally  Accepted  Accounting  Principles. 

The  Department  of  Finance  has  taken  the  following  actions  to  implement  GAAP: 

1.  A  work  group  was  established  to  review  the  changes  required  by  GAAP  and  to  establish  priorities  and  task  assignments. 

2.  In  1986-87,  the  Governor's  Budget  and  Budget  Act  changed  the  classification  of  student  fees  in  the  California  State  University  System  to  revenue  rather  than 
reimbursements. 

3.  In  1986-87,  the  Governor's  Budget  and  Budget  Act  changed  the  classification  of  State  Hospital  Medical  Care  receipts  to  reimbursements  rather  than  revenue. 

4.  In  1987-88,  the  Governor's  Budget  displayed  the  interest  and  redemption  costs  of  general  obligation  bonds  in  the  relevant  program  area  for  each  bond. 

5.  The  Office  of  State  Audits  and  Evaluation  (OSAE)  of  the  Department  of  Finance  has  done  work  on  rewriting  the  sections  of  the  State  Administrative 
Manual  covering  proprietary  funds  to  bring  them  into  conformance  with  GAAP 

6.  The  "Fund  Manual"  for  California  has  been  rewritten  to  bring  it  into  conformance  with  GAAP 

7.  The  1989-90  Governor's  Budget  provided  for  the  treatment  of  General  Fund  encumbrances  as  a  reservation  of  fund  balance  rather  than  expenditures.  This 
treatment  is  consistent  with  the  GAAP  standard  that  encumbrances  are  obligations  for  which  goods  and  services  have  not  been  received  and  which  therefore 
should  not  be  shown  as  expenditures. 

The  State's  fiscal  system  is  highly  complex  with  many  interrelationships  between  budgeting  and  accounting.  Consequently,  some  of  the  changes  in  accounting  that 
are  necessary  to  conform  to  GAAP  impact  the  budget  system  and/or  the  Governor's  Budget  presentations.  These  interrelationships  will  result  in  the  GAAP  changes  being 
accomplished  over  a  number  of  years. 

The  following  two  charts  illustrate  the  effect  of  conversion  to  GAAP  fund  classifications: 

Schedule  3A  shows  the  "Total  State  Spending  Plan"  data  shown  in  Schedule  2  rearranged  into  the  GAAP  classifications. 

Schedule  3B  uses  1996-97  budget  totals  to  show  California's  current  fund  structure  compared  to  recommended  GAAP  classifications. 

SCHEDULE  3A 

TOTAL  STATE  SPENDING  PLAN 

BY  GAAP  FUND  CLASSIFICATION 


GAAP  Fund  Structure 

Governmental  Funds 

General  Fund 

Special  Revenue  Funds  

Capital  Project  Funds  

Total  Governmental  Funds  

Proprietary  Funds 

Enterprise  Funds  

Internal  Service  Funds 

Total  Proprietary  Funds  

Fiduciary  Funds 

Retirement  Funds  

Trust  and  Agency  Funds— Other  .. 
Trust  and  Agency  Funds— Federal 

Total  Fiduciary  Funds 

Funds  Outside  State  Treasury 

Other  

Total  Funds  Outside  State  Treasury  

TOTAL  SPENDING,  ALL  FUNDS  

•Dollars  in  thousands 


1994-95* 


1995-96* 


1996-97* 


$41,961,466 

31,906,818 

612,652 

$74,480,936 


$3,042,782 
576,890 

$3,619,672 


$6,475,225 
8,691,870 
4,153,700 

$19,320,795 


$19,724,877 
19,724,877 


$117,146,280 


$44,246,044 

33,110,305 

593,055 

$77,949,404 


$3,606,949 
661,032 

$4,267,981 


$7,272,016 
8,671,731 
3,860,743 

$19,804,490 


$19,778,975 
19,778,975 


$121,800,850 


$45,242,193 

34,724,341 

2,759,376 

$82,725,910 


$3,134,660 
712,196 

$3,846,856 


$7,979,315 
8,694,322 
3,338,538 

$20,012,175 


$20,103,338 


20,103,338 
$126,688,279 
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SCHEDULE  3B 

COMPARISON  OF  CALIFORNIA  CURRENT 

FUND  STRUCTURE  AND  RECOMMENDED  GAAP  FUND  STRUCTURE 

USING  1996-97  BUDGET  TOTALS 

(In  Thousands) 

FUND  STRUCTURE  BASED  ON  GAAP  CLASSIFICATION 


Governmental  Funds 


Proprietory  Funds 


Fiduciary  Funds 


Total 

Special  Capital  Govern-                                 Internal 

General            Revenue  Projects  mental           Enterprise        Service       Retirement 

CURRENT  FUND  STRUCTURE                        Fund Funds Funds Funds Funds  Funds  Funds 

Governmental  Cost  Funds 

General  Fund $45,242,193                        --  -  $45,242,193 

General  Fund  Special  Accounts -           $945,623  --  945,628             $49,039       $23,478 

Transportation  Funds -           3,718,543  ~  3,718,543 

Feeder  Funds 

Other  Governmental  Cost  Funds 4,926,622 2,510  4,929,132     -- -- -^ 

Total  Governmental  Cost  Funds $45,242,193        $9,590,793  $2,510  $54,835,496             $49,039       $23,478 

Selected  Bond  Funds ~   2,733,498           2,733,498     - -_-_  --_ 

Total  Governmental  Cost  Funds  and  Selected 

Bond  Funds $45,242,193        $9,590,793  $2,736,008  $57,568,994             $49,039       $23,478 

Nongovernmental  Cost  Funds 

Public  Service  Enterprise  Funds -                        --  $1,727  $1,727       $2,631,670 

Working  Copital  and  Revolving  Funds -•              $13,435  21,441  34,876              409,105     $688,718 

Bond  Funds—Other 

Trust  and  Agency  Funds: 

Retirement  Funds --                          --  -  --                         --                   -      $7,979,315 

Trust  and  Agency  Funds-Federal -        23,678,167  --  23,678,167 

Trust  and  Agency  Funds-Other -          1,441,946  200  1,442,146               44,846 

Other  Nongovernmental  Cost  Funds -- --    -- —     -- --    -- 

Total  Nongovernmental  Cost  Funds ~      $25,133,548  $23,368  $25,156,916        $3,085,621      $688,718      $7,979,315 

TOTAL  SPENDING,  ALL  FUNDS $45,242,193      $34,724,341  $2,759,376  $82,725,910       $3,134,660     $712,196      $7,979,315 


Funds 

Trust  and 

Outside 

Agency 

State 

Funds 

Treasury 

Totals 

$45,242,193 

$21,241 

-- 

1,039,386 

3,592,495 

- 

7,311,038 

28,592 

— 

28,592 

24,858 

-- 

4,953.990 

$3,667,186 

.. 

$58,575,199 

221,394 

$816 

2,955,708 

$3,888,580 

$816 

$61,530,907 

$2,128,238 

$4,761,635 

-5,172 

1,127,527 

20,803 

-- 

20,803 

67 

7,979,382 

3,338.538 

$4,154,526 

31,171,231 

2,661,806 

4,148,798 

15,947,996 

15,947,996 

$8,144,280 

$20,102,522 

$65,1 57,372 

$12,032,860 

$20,103,338 

$126,688,279 
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SCHEDULE  4 
PERSONNEL  YEARS  AND  SALARY  COST  ESTIMATES 

(Excludes  Staff  Benefits) 
(Dollars  in  Thousands) 


Legislative,  Judicial,  and  Executive 

Legislative 

Judicial   

Executive/Governor 

Executive/Constitutional  Offices 

State  and  Consumer  Services 

Business,  Transportation,  and  Housing 

Business  and  Housing 

Transportation 

Trade  and  Commerce  Agency 

Resources 

California  Environmental  Protection  Agency  . 

Health  and  Welfare 

Youth  and  Adult  Correctional  Agency 

Education 

K  thru  12  Education 

Higher  Education-Community  Colleges  .... 

Higher  Education-UC,  CSU  and  Other 

Higher  Ed  Unallocated  Salary  Increase 

General  Government 

General  Administration 

NET  TOTALS,  SALARIES  AND  WAGES 

Position  Classification 

Civil  Service 

Constitutional 

Statutory 

Exempt 

Various  Departments 

Higher  Education 

University  of  California 

Hastings  College  of  Law 

California  State  University 

NET  TOTALS,  SALARIES  AND  WAGES 


Personnel  Years 

Dollars 

1994-95 

1995-96 

1996-97 

1994-95 

1995-96 

1996-97 

596.7 

625.5 

625.5 

$31,491 

$35,206 

$36,180 

967.4 

1,051.2 

1,120.8 

65,743 

70,642 

74,071 

894.2 

1,001.9 

1,128.8 

43,538 

41,987 

52,179 

10,498.6 

11,480.5 

11,383.0 

468,035 

500,492 

509,022 

13,190.5 

13,426.5 

13,308.1 

503,435 

515,472 

518,718 

2,048.4 

2,156.1 

2,070.8 

90,496 

94,835 

92,798 

35,351.1 

35,819.1 

34,986.9 

1,579,225 

1,587,205 

1,622,141 

224.9 

296.4 

286.5 

10,170 

13,647 

13,566 

13,907.9 

14,147.3 

14,149.3 

613,662 

611,817 

615,759 

4,116.2 

4,349.9 

4,268.2 

193,911 

205,944 

207,572 

40,266.9 

40,436.9 

39,498.6 

1,593,906 

1 ,648,444 

1,610,291 

38,055.5 

44,196.6 

47,850.8 

1,838,211 

2,039,205 

2,216,965 

2,393.9 

2,568.2 

2,600.5 

100,358 

108,572 

111,653 

179.8 

181.2 

181.1 

8,959 

8,995 

9,107 

91,925.8 

87,252.2 

87,539.7 

3,701,025 

3,721,619 

3,732,676 

-- 

-- 

-- 

-- 

- 

112,045 

14,386.3 

15,348.4 

15,317.3 

581,257 

634,770 

655,487 

269,004.1 

274,337.9 

276,315.9 

$11,423,422 

$11,838,852 

$12,190,230 

174,911.3 

184,643.9 

186,392.7 

$7,573,652 

$7,944,777 

$8,117,962 

130.0 

131.0 

131.0 

9,842 

11,677 

12,289 

252.5 

270.3 

270.3 

26,321 

28,903 

28,891 

2,262.3 

2,585.1 

2,547.3 

131,029 

152,310 

263,504 

54,379.3 

52,599.4 

52,866.4 

2,241,428 

2,227,103 

2,292,503 

222.8 

223.1 

223.1 

11,466 

12,121 

13,120 

36,845.9 

33,885.1 

33,885.1 

1 ,429,684 

1,461,961 

1,461,961 

269,004.1 

274,337.9 

276,315.9 

$11,423,422 

$11,838,852 

$12,190,230 
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SCHEDULE  5 

POSITIONS  AND  SALARY  COST  ESTIMATES 

(Excludes  Staff  Benefits) 
(Dollars  in  Thousands) 


Legislative,  Judicial, Executive 

Legislative 

Judicial 

Executive/Governor 

Executive/Constitutional  Offices 

State  and  Consumer  Services 

Business,  Transportation,  and  Housing 

Business  and  Housing 

Transportation , 

Trade  and  Commerce  Agency 

Resources  

California  Environmental  Protection  Agency  . 

Health  and  Welfare 

Youth  and  Adult  Correctional  Agency 

Education 

Kthru  12  Education 

Higher  Education-Community  Colleges  ... 

Higher  Education-UC,  CSU  and  Other 

Higher  Ed-Unallocated  Salary  Increase  .... 
General  Government 

General  Administration 

TOTALS,  SALARIES  AND  WAGES 

Less  Salary  Savings 

NET  TOTALS,  SALARIES  AND  WAGES 


Pi 

srsonnel  Years 

Dollars 

1994-95 

1995-96 

1996-97 

1994-95 

1995-96 

1996-97 

596.7 

626.5 

626.5 

$31,491 

$35,788 

$36,762 

967.4 

1,096.0 

1,148.3 

65,743 

74,468 

78,920 

894.2 

1,047.0 

1,179.2 

43,538 

43,866 

54,518 

10,498.6 

12,018.3 

11,916.5 

468,035 

527,706 

534,324 

13,190.5 

14,130.6 

13,955.6 

503,435 

543,716 

545,520 

2,048.4 

2,322.8 

2,223.2 

90,496 

101,602 

98,961 

35,351.1 

37,916.0 

36,827.4 

1,579,225 

1,719,003 

1,716,651 

224.9 

311.6 

301.3 

10,170 

14,359 

14,273 

13,907.9 

14,827.0 

14,828.7 

613,662 

640,698 

647,913 

4,116.2 

4,621.4 

4,489.3 

193,911 

217,455 

217,528 

40,266.9 

43,283.2 

42,402.1 

1,593,906 

1,749,826 

1,731,293 

38,055.5 

46,164.5 

50,173.5 

1,838,211 

2,134,660 

2,330,017 

2,393.9 

2,749.2 

2,783.7 

100,358 

116,170 

119,450 

179.8 

191.7 

191.7 

8,959 

9,467 

9,585 

91,925.8 

90,413.8 

90,703.2 

3,701,025 

3,862,241 

3,873,321 

-- 

- 

- 

- 

- 

112,045 

14,386.3 

15,853.3 

15,801.8 

581,257 

657,312 

676,220 

269,004.1 

287,572.9 

289,552.0 

$11,423,422 

$12,448,337 

$12,797,301 

-- 

-13,235.0 

-13,236.1 

- 

-609,485 

-607,071 

269,004.1 

274,337.9 

276,315.9 

$11,423,422 

$11,838,852 

$12,190,230 
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SCHEDULE  6 
SUMMARY  OF  STATE  POPULATION,  EMPLOYEES,  AND  EXPENDITURES 


Revenue 


Population 

(Thousands) 


Employees 


Employees 
Per  1,000 

Population 


Personal 
Income 

(Billions) 


General 

Fund         Total 
(Millions)    (Millions) 


Expenditures 


General 

Fund  !  Total  ' 

(Millions)     (Millions) 


Expenditures  per 

Capita 

General 
Fund  l  Total = 


Expenditures  per 

$100 

of  Personal 

Income 


General 
Fund2 


Total3 


1950-51  10,643  61,000  5.7  $19.8                $672  $994  $587  $1,006  $55.15  $94.52  $2.96  $5.08 

1951-52 11,130  63,860  5.7  22.8                  734  1,086  635  1,068  57.05  95.96  2.79  4.68 

1952-53 11,638  65,720  5.6  25.4                  774  1,151  714  1,177  61.35  101.13  2.B1  4.63 

1953-54 12.101  69,928  5.8  27.2                   798  1,271  809  1,381  66.85  114.12  2.97  5.08 

1954-55 12,517  74,099  5.9  28.1                   879  1,434  852  1,422  68.07  113.61  3.03  5.06 

1955-56 13,004  77.676  6.0  30.9               1,005  1,578  923  1,533  70.98  117.89  2.99  4.96 

1956-57 13,581  88,299  6.5  33.8                1,079  1,834  1,030  1,732  75.84  127.53  3.05  5.12 

1957-58 14,177  98,015  6.9  36.4               1,111  1,751  1,147  1,891  80.91  133.39  3.15  5.20 

1958-59 14,741  101,982  6.9  38.1                1,210  1,925  1,246  1,932  84.53  131.06  3.27  5.07 

1959-60 15,288  108,423  7.1  41.8               1,491  2,198  1,435  2,086  93.86  136.45  3.43  4.99 

1960-61  15,863  115,737  7.3  44.2               1,598  2,338  1,678  2,525  105.78  159.18  3.80  5.71 

1961-62 16,412  122,339  7.5  46.9               1,728  2,451  1,697  2,406  103.40  146.60  3.62  5.13 

1962-63 16,951  128,981  7.6  50.6               1,866  2,668  1,881  2,703  110.97  159.46  3.72  5.34 

1963-64 17,530  134,721  7.7  54.2               2,137  3,057  2,064  3,182  117.74  181.52  3.81  5.88 

1964-65 18,026  143,896  8.0  58.8               2,245  3,295  2,345  3,652  130.09  202.60  3.99  6.22 

1965-66 18,464  151,199  8.2  62.9               2,509  3,581  2,580  4,059  139.73  219.83  4.10  6.45 

1966-67 18.831  158,404  8.4  68.4               2,895  4,073  3,017  4,659  160.21  247.41  4.41  6.81 

1967-68 19,175  162,677  8.5  73.8               3,682  4,927  3,273  5,014  170.69  261.49  4.43  6.79 

1968-69 19,432  171,655  8.8  80.9               4,136  5,450  3,909  5,673  201.16  291.94  4.83  7.01 

1969-70 19,745  179,583  9.1  88.5               4,330  5,743  4,456  6,302  225.68  319.17  5.04  7.12 

1970-71  20,039  181,581  9.1  94.9               4,534  5,919  4,854  6,556  242.23  327.16  5.11  6.91 

1971-72 20,346  181,912  8.9  100.8               5.395  6,897  5,027  6,684  247.08  328.52  4.99  6.63 

1972-73 20,585  188,460  9.2  110.2               5,780  7,366  5,616  7,422  272.82  360.55  5.10  6.74 

1973-74 20,869  192,918  9.2  121.6               6,978  8,715  7,299  9,311  349.75  446.16  6.00  7.66 

1974-75 21,174  203,548  9.6  136.0               8,630  10,405  8,349  10,276  394.30  485.31  6.14  7.56 

1975-76 21,538  206,361  9.6  149.3               9,639  11,567  9,518  11,452  441.92  531.71  6.37  7.67 

1976-77 21,936  213,795  9.7  167.4  11,381  13,463  10,467  12,632  477.16  575.86  6.25  7.55 

1977-78 22,352  221,251  9.9  186.4  13,695  15,962  11,686  14,003  522.82  626.48  6.27  7.51 

1978-79 22,836  218,530  9.6  213.9  15,219  17,711  16.251  18,745  711.64  820.85  7.60  8.76 

1979-80 23,257  220,193  9.5  244.7  17,985  20,919  18,534  21,488  796.92  923.94  7.57  8.78 

1980-81  23,782  225,567  9.5  278.0  19,023  22,104  21,105  24,511  887.44  1,030.65  7.59  8.82 

1981-82 24,278  228,813  9.4  311.7  20,960  23.601  21,693  25,022  893.53  1,030.65  6.96  8.03 

1982-83 24,805  228.489  9.2  332.8  21,233  24,291  21,751  25,330  876.88  1,021.17  6.54  7.61 

1983-84 25,337  226,695  8.9  357.8  23.809  27,626  22,869  26,797  902.59  1,057.62  6.39  7.49 

1984-85 25,816  229,845  8.9  397.4  26,536  31,570  25,722  30,961  996.36  1,199.30  6.47  7.79 

1985-86 26,403  229,641  8.7  431.4  28,072  33,558  28,841  34,977  1,092.34  1,324.74  6.69  8.11 

1986-87 27,052  232,927  8.6  463.0  32,519  37,767  31,469  38,079  1,163.28  1,407.62  6.80  8.22 

1987-88 27,717  237,761  8.6  495.3  32,534  38,773  33,021  40,452  1,191.36  1,459.47  6.67  8.17 

1988-89 28,393  248,173  8.7  532.4  36,953  43,322  35,897  44,634  1,264.29  1,572.01  6.74  8.38 

1989-90 29,142  254,589  8.7  573.3  38,750  46,453  39,456  48,594  1,353.92  1,667.49  6.88  8.48 

1990-91  29,976  260,622  8.7  617.7  38,214  47,024  40,264  51,446  1,343.21  1,716.24  6.52  8.33 

1991-92 30,655  261,713  8.5  634.9  42,026  53,117  43,327  56,280  1,413.37  1,835.92  6.82  8.86 

1992-93 31,306  260,939  8.3  667.3  40,946  52,526  40,948  56,480  1,307.99  1,804.13  6.14  8.46 

1993-94 31,746  265,035  8.3  683.0  40,095  52,384  38,958  53,083  1,227.18  1,672.12  5.70  7.77 

1994-95 32,140  269,004  8.4  711.8  42,710  54,942  41,961  54,613  1,305.57  1,699.22  5.90  7.67 

1995-96 32,605  274,338  8.4  755.9  44,991  57,850  44,246  57,876  1,357.03  1,775.07  5.85  7.66 

1996-97 33,165  276,316  8.3  798.6  45,571  58,852  45,242  61,531  1,364.15  1,855.30  5.67  7.70 

1  Population  as  of  July  1 ,  the  beginning  of  the  fiscal  year. 

1  Includes  Special  Accounts  in  General  Fund  from  1 973-74  to  1 976-77. 

1  Expenditures  include  payments  from  General  Fund,  Special  Funds  and  Selected  Bond  Funds  beginning  in  1963-64. 
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SCHEDULE  7 

GENERAL  FUND 

(In  Thousands) 

STATEMENT  OF  FUND  BALANCE 

June  30, 1995 

Adjustments  to  be  included  in  the  controller's  Annual  Report 

Since  the  Issuance  of  the  Preliminary  Annual  Report,  the  State  Controller's  Office  and  the  Department  of  Finance 
have  jointly  reconciled  differences  in  prior  year  adjustments,  revenues,  transfers  and  expenditures  between 
the  Report  and  various  budget  documents.  At  the  time  the  Budget  went  to  press,  the  State  Controller's  Office 
had  indicated  the  following  adjustments  would  be  included  in  the  Annual  Report. 


FUND  BALANCE  PER  PRELIMINARY  REPORT  $1 07,663 

ADJUSTMENTS  ( Amounts  over  $5  million) 

Prior  year  revenue  -  Bank  and  Corp  8,300 

Prior  year  expenditure  -  Dept.  of  Health  Services  78,755 

Prior  year  expenditure  -  Mandates  -83,380 

Revenues  -  Trial  Courts  53,361 

Revenues  -  Bank  and  Corp  -240,900 

Revenue  -  Estate  taxes  88,049 

Transfers  -  School  Facilities  Aid  Program  44,688 

Shift  of  PERS  Costs  to  1 995-96  398,622 

Mandates  adjustment  -126,012 

Other  -6,035 


TOTAL  ADJUSTMENTS  $215,448 


ESTIMATED  FUND  BALANCE  IN  CONTROLLER'S  FINAL  REPORT  $323,1 1 1 


In  addition  to  the  above  adjustments  to  be  included  in  the  Controller's  Annual  Report,  the  Department  of 
Finance  has  treated  selected  transactions  different  from  the  Controller.  Examples  of  this  are  the  presentation 
of  the  loans  and  repayment  of  loans  for  the  deficit  elimination  plan  and  the  Proposition  98  quarantee  tracking. 
The  following  summarizes  these  types  of  adjustments  which  have  been  incorporated  by  the  Department  of 
of  Finance  to  arrive  at  the  June  30,  1995  fund  balance  shown  for  the  General  Fund  on  the  General  Budget 
Summary,  Schedule  1. 

Additional  Adjustments 

ESTIMATED  FUND  BALANCE  IN  CONTROLLER'S  FINAL  REPORT  $323,1 1 1 

ADJUSTMENTS  (  Amounts  over  $5  million) 

Loan  for  deficit  elimination  plan  1,025,000 

Revenue  adjustments  -  PIT  -105,249 

Revenue  adjustments  --  Bank  and  Corp  -11 ,903 

Revenue  adjustment  --  Tidelands  8,130 

Transfers  —  Forestry  cost  recovery  -13,979 

Prop  98  expenditure  per  Chapter  308/95  -560,829 

Adjustment  for  SWCAP  12,457 

Northridge  earthquake  -  cost  shift  to  1 995-96  1 5,337 

University  of  California  expenditures  —  shift  to  1 995-96  6,302 

Other  Prop  98  adjustments  -12,611 

Other  -3,086 


TOTAL  ADJUSTMENTS  $359,569 


FUND  BALANCE  PER  GENERAL  BUDGET  SUMMARY,  SCHEDULE  1  $682,680 
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SCHEDULE  12- A 
STATE  APPROPRIATIONS  LIMIT  SUMMARY 
(Dollars  In  Millions) 

1994-95  1995-96  1996-97 


Schedule  8: 
Revenue  and  Transfers $42,710 

less/Add:  Transfers 

Schedule  12-B: 
Less:   Excluded  Revenue 

Schedule  12-C: 
Less:   Non-Tax  Revenue 


General 
Fund 

Special 
Funds 

Total 

General 
Fund 

Special 
Funds 

Total 

General 
Fund 

Special 
Funds 

Total 

$42,710 

$12,232 

$54,942 

$44,991 

$12,859 

$57,850 

$45,571 

$13,281 

$58,852 

-490 

245 

-245 

-293 

165 

-128 

-95 

27 

-68 

-- 

-3,257 

-3,257 

-- 

-3,354 

-3,354 

- 

-3,360 

-3,360 

-837 

-295 

-1,132 

-747 

-312 

-1,059 

-517 

-321 

-838 

20 

5 

25 

28 

5 

33 

19 

4 

23 

$41,403 

$8,930 

$50,333 

$43,979 

$9,363 

$53,342 

$44,978 

$9,631 

$54,609 

-14,233 

-4,479 

-18,712 

-15,781 

-4,723 

-20,504 

-16,975 

-4,851 

-21,826 

Schedule  12-D: 
Add:  SAL  Transfers 

TOTAL,  SAL  Revenues  and  Transfers $41 ,403 

Schedule  12-E: 
Less:  Exclusions 

TOTAL ,  SAL  Appropriations $31,621  $32,838  $32,783 

CALCULATION  OF  LIMIT  ROOM: 

Appropriations  Limit  (Sec.  12.00) $37,554  $39,309  $42,080 

Less:  Total  SAL  Appropriations -31,621  -32,838  -32,783 

Appropriation  Limit  Room/(Surplus) $5,933  $6,471  $9,297 
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SCHEDULE  12-B 

STATE  APPROPRIATIONS  LIMIT 
REVENUES  TO  EXCLUDED  FUNDS 

(Dollars  in  Thousands) 


Source                             Source 
Code 

MAJOR  REVENUES: 

1 1 0500         Cigarette  Tax 

1 10900         Horse  Racing  Fees-Licenses 

1 1 1 100         Horse  Racing  Fines  and  Penalties 

1 1 1 300         Horse  Racing  Miscellaneous 

1 1 4300         Other  Motor  Vehicle  Fees 

Total,  Major  Taxes  and  Licenses 

MINOR  REVENUES: 

REGULATORY  TAXES  AND  LICENSES: 


Actual 
1994-95 


Estimated 
1995-96 


Estimated 
1996-97 


$465,300 

27,994 

1,256 

7,912 

828 

$503,290 


$444,300 

27,500 

950 

8,704 

840 

$482,294 


$436,100 

27,180 

950 

8,720 

840 

$473,790 


120200 
120300 
120600 
120700 
120900 
121000 
121100 
121200 
121300 
121500 
122400 
122700 
122900 
123000 
123100 
123200 
123300 
123400 
123500 
123600 
123800 
124000 
124100 
124200 
124300 
124400 
125100 
125300 
125400 
125600 
125700 
125800 
125900 


1 30600 
1 30700 
1 30800 
1 30900 
131000 
131100 
131200 
131600 
131700 
131900 


General  Fish  and  Game  Taxes $1 ,743 

Energy  Resource  Surcharge 41,660 

Quarterly  Public  Util  Commission  Fees 75,981 

Penalties  on  Pub  Util  Comm  Qtrly  Fees 5 

Off-Highway  Vehicle  Fees 1 ,244 

Liquor  License  Fees 25,027 

Genetic  Disease  Testing  Fees 43,086 

Other  Regulatory  Taxes 54,076 

New  Motor  Vehicle  Dealer  License  Fee 1 ,403 

General  Fish  and  Game  Lie  Tags  Permits 64,520 

Elevator  and  Boiler  Inspection  Fees 10,742 

Employment  Agency  License  Fees 427 

Teacher  Credential  Fees 9,019 

Teacher  Examination  Fees 5,704 

Insurance  Co  License  Fees  &  Penalties 23,318 

Insurance  Company  Examination  Fees 10,893 

Other  Insurance  Department  Fees 25,588 

Division  of  Real  Estate  Examination  Fees 1,689 

Div  of  Real  Estate  License  Fees 1 5,275 

Subdivision  Filing  Fees 5,092 

Building  Construction  Filing  Fees 1,585 

Savings  &  Loan  Fees 18 

Domestic  Corporation  Fees 4,945 

Foreign  Corporation  Fees 2,344 

Notary  Public  License  Fees 678 

Filing  Financing  Statements 1,978 

Beverage  Container  Redemption  Fees 332,950 

Processing  Fees 21,734 

Hazardous  Waste  Control  Fees 62,165 

Other  Regulatory  Fees 364,971 

Other  Regulatory  Licenses  and  Permits 207,065 

Renewal  Fees 1 19,351 

Delinquent  Fees 2,786 

Total,  Regulatory  Taxes  and  Licenses $1 ,539,062 

REVENUE  FROM  LOCAL  AGENCIES: 

Architecture  Public  Building  Fees $23,092 

Penalties  on  Traffic  Violations 83,164 

Penalities  on  Felony  Convictions 13,270 

Fines  —  Crimes  of  Public  Offense 4,012 

Fish  and  Game  Violation  Fines 794 

Penalty  Assessments  on  Fish  &  Game  Fines 331 

Interest  on  Loans  to  Local  Agencies 348 

Fingerprint  ID  Card  Fees 24,014 

Misc  Revenue  From  Local  Agencies 2,730 

Rev  Local  Govt  Agencies-Cost  Recoveries — 

Total,  Revenue  from  Local  Agencies $151,755 

S^pvenaix  $o 


$1,724 

$1,528 

42,493 

43,449 

62,325 

61,739 

5 

5 

1,300 

1,300 

38,51 1 

33,041 

52,562 

56,472 

53,682 

54,558 

1,535 

1,535 

65,674 

67,845 

11,041 

11,041 

660 

660 

9,435 

9,435 

3,331 

3,553 

30,91 1 

33,185 

16,623 

16,853 

35,470 

26,444 

1,755 

2,984 

15,329 

18,135 

5,212 

5,365 

1,598 

5 

5,729 

1,598 

6,231 

2,262 

1,429 

783 

783 

5,499 

8,247 

331,400 

345,800 

1 7,630 

14,000 

53,261 

46,812 

404,929 

435,210 

220,820 

226,870 

120,106 

123,093 

2,605 

2,671 

$1,616,205 

$1,661,871 

$23,160 

$23,752 

89,596 

91,131 

18,284 

18,284 

2,958 

2,958 

769 

769 

441 

448 

333 

322 

27,035 

26,035 

2,900 

2,900 

915 

340 

$166,391 


$166,939 
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Source 
Code 


SCHEDULE  12-B~Continued 

STATE  APPROPRIATIONS  LIMIT 

REVENUES  TO  EXCLUDED  FUNDS 

(Dollars  in  Thousands) 


Source 


Actual 

Estimated 

Estimated 

1994-95 

1995-96 

1996-97 

$46,451 

$52,800 

$53,300 

5,653 

6,102 

7,388 

74,689 

70,743 

70,743 

1,180 

1,195 

1,257 

7,699 

8,024 

8,919 

2,074 

2,000 

1,851 

13,705 

21,662 

22,514 

571,719 

578,334 

583,390 

31,948 

33,685 

33,592 

$755,118 

$774,545 

$782,954 

SERVICES  TO  THE  PUBLIC: 

140600         State  Beach  and  Park  Service  Fees 

140900         Parking  Lot  Revenues 

141 100         Emergency  Telephone  Users  Surcharge 

141200         Sales  of  Documents 

1 42000         General  Fees—Secretary  of  State 

142200        Parental  Fees 

142500         Miscellaneous  Services  to  the  Public 

142800         California  State  University  Fees 

143000         Personalized  License  Plates 

Total,  Services  to  the  Public 

USE  OF  PROPERTY  AND  MONEY: 

150200  Income  From  Pooled  Money  Investments 

150300  Income  From  Surplus  Money  Investments 

150400  Interest  Income  From  Loans 

150500  Interest  Income  From  Interfund  Loans 

150600  Income  From  Other  Investments 

151200  Income  From  Condemnation  Deposits  Fund  ... 

1 51 800  Federal  Lands  Royalties 

1 52200  Rentals  of  State  Properly 

1 52300  Misc  Revenue  From  Use  of  Property  &  Money  . 

152400  School  Lands  Royalties 

Total,  Use  of  Property  and  Money 

MISCELLANEOUS: 

1 60200  Penalties  &  Interest  on  Ul  &  Dl  Contrib 

1 60400  Sale  of  Fixed  Assets 

1 60500  Sale  of  Confiscated  Property 

1 60600  Sale  of  State's  Public  Lands 

161000  Escheat  of  Unclaimed  Checks  &  Warrants 

161300  Subsequent  Injuries  Revenue 

161400  Miscellaneous  Revenue 

161800  Penalties  &  Intrst  on  Personal  Income  Tx 

161900  Other  Revenue  -  Cost  Recoveries 

164000  Uninsured  Motorist  Fees 

164100  Traffic  Violations 

164200  Parking  Violations 

164300  Penalty  Assessments 

164400  Civil  &  Criminal  Violation  Assessment 

Total,  Miscellaneous 

Total,  Minor  Revenues 

Totals,  Revenue  to  Excluded  Funds 
(Major  and  Minor) 


$1,049 

$879 

$779 

64,523 

52,007 

44,385 

1,165 

1,827 

3,038 

135 

20 

— 

143 

213 

318 

1 

1 

1 

24,445 

1 7,667 

20,239 

1,902 

4,649 

2,765 

8,342 

9,014 

9,906 

76 

10 

10 

$101,781 


$86,287 


$81,441 


$57,100 

$57,423 

$57,61 1 

48 

38 

38 

76 

76 

76 

142 

20 

20 

258 

187 

187 

2,265 

3,300 

3,300 

54,844 

62,649 

39,206 

9,933 

9,900 

9,900 

22,809 

34,586 

20,465 

6,535 

6,535 

6,535 

76 

75 

75 

49,936 

52,374 

53,835 

1,704 

1,576 

1,576 

$205,727 

$228,739 
$2,872,167 

$3,354,461 

$192,824 

$2,753,443 

$2,886,029 

$3,256,733 

$3,359,819 
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SCHEDULE  12-C 

STATE  APPROPRIATIONS  LIMIT 

NON-TAX  REVENUES  IN  FUNDS  SUBJECT  TO  LIMIT 

( Dollars  in  Thousands) 


MAJOR  REVENUES: 

111100      Horse  Racing  Fines  and  Penalties 

1 1 1 200  Horse  Racing  Fees-Unclaimed  P-M  Tickets 

1 1 1300     Horse  Racing  Miscellaneous 

1 14200     Driver's  License  Fees 

114300     Other  Motor  Vehicle  Fees 

114400     Identification  Card  Fees 

Total,  Major  Taxes  and  Licenses 

MINOR  REVENUES: 


Actual 

Estimated 

Estimated 

1994-95 

1995-96 

1996-97 

General            Special 

General 

Special 

General        Special 

Fund               Funds 

Fund 

Funds 

Fund            Funds 

$90 

$85 

__ 

$85 

396 

400 

— 

400 

13 

20 

- 

20 

$106,466 

-- 

$110,000 

$115,000 

32,311 

-- 

35,000 

37,000 

6,485 

-- 

6,300 
$151,300 

6,100 

$499              $145,262 

$505 

$505           $158,100 

REGULATORY  TAXES  AND  LICENSES: 


120800 
120900 
121200 
122400 
122600 
122700 
122800 
124500 
125200 
125600 
125700 


130100 
131500 
131700 
131900 


140100 
140900 
141000 
141200 
142000 
142300 
142500 
142600 
142700 


Hwy  Carrier  Uniform  Business  License  Tax $6,003 

Off  Highway  Vehicle  Fees 

Other  Regulatory  Taxes 10,295 

Elevator  and  Boiler  Inspection  Fees 1 54 

Industrial  Homework  Fees 10 

Employment  Agency  License  Fees 453 

Employment  Agency  Filing  Fees 17 

Candidate  Filing  Fee 85 

Explosive  Permit  Fees 3 

Other  Regulatory  Fees 59,133 

Other  Regulatory  Licenses  and  Permits 40,658 

Total,  Regulatory  Taxes  and  Licenses $1 16,81 1 

REVENUE  FROM  LOCAL  AGENCIES: 

Trial  Court  Revenues $291,877 

Narcotic  Fines 2,587 

Misc  Revenue  From  Local  Agencies 4,223 

Rev  Local  Govt  Agencies-Cost  Recoveries 2,812 

Total,  Revenue  from  Local  Agencies $301,499 

SERVICES  TO  THE  PUBLIC: 

Pay  Patients  Board  Charges $13,475 

Parking  Lot  Revenues 690 

Fire  Prevention  and  Suppression 1,445 

Sales  of  Documents 452 

General  Fees— Secretary  of  State 68 

Guardianship  Fees 16 

Miscellaneous  Services  to  the  Public 12,312 

Receipts  From  Health  Care  Deposit  Fund 8,000 

Medicare  Receipts  From  Federal  Government  6,091 

Total,  Services  to  the  Public $42,549 


$2,358 


19,065 


$485 


$485 


$1,174 


58,514 


$6,000 

9,778 

154 

10 

453 

17 

861 

3 

59,880 

31,868 


$2,300 


$21,423        $109,024 


$297,000 
2,500 
4,371 
1,984 


18,400 


$20,700 


$500 


$6,000 

10,388 

154 

10 

453 

17 

9 

3 

60,141 

32,057 

$109,232 


2,500 
4,871 
1,984 


$2,300 


$305,855 

$500 

$9,355 

$19,185 

$17,650 

690 

- 

690 

1,250 

- 

1,250 

429 

$1,505 

429 

43 

- 

65 

20 

- 

20 

3,441 

65,750 

3,588 

8,000 

- 

8,000 

8,530 

- 

7,830 

18,400 


$20,700 


$500 


$500 


$59,688  $41,588 


$67,255 


$39,522 


$1,505 


67,750 


$69,255 
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SCHEDULE  12-C  (Continued) 

STATE  APPROPRIATIONS  LIMIT 

NON-TAX  REVENUES  IN  FUNDS  SUBJECT  TO  LIMIT 

(Dollars  In  Thousands) 


USE  OF  PROPERTY  AND  MONEY: 

1 52000     Oil  &  Gas  Lease  -  1%  Revenue  City/County  .. 

1 52200      Rentals  of  State  Property 

1 52300     Misc  Revenue  From  Use  of  Property  8.  Money 
152500     State  Lands  Royalties 

Total,  Use  of  Property  and  Money $87,534 

MISCELLANEOUS: 

160400     Sale  of  Fixed  Assets $1,284 

160500     Sole  of  Confiscated  Property 2,603 

160600     Sale  of  State's  Public  Lands 86 

160700     Proceeds  From  Estates  of  Deceased  Persons  ...  85 

160900     Revenue-Abandoned  Property 222,814 

161000     Escheat  of  Unclaimed  Checks  &  Warrants 3,481 

161400     Miscellaneous  Revenue 4,503 

161900     Other  Revenue-Cost  Recoveries 32,478 

164200      Parking  Violations 1 

164300      Penalty  Assessments 20,235 

164400     Civil  &  Criminal  Violation  Assessment 178 

Total,  Miscellaeous $287,748 

Total,  Minor  Revenues $836,141 

Totals,  Non  Tax  Revenue 

(Major  and  Minor) $836,640 


i 

\ctual 
1994-95 

Estimated 
1995-96 
General            Special 
Fund               Funds 

Estimated 
1996-97 

General 
Fund 

Special 
Funds 

General 
Fund 

Special 
Funds 

$109 

6,183 

12,655 

68,587 

$33,850 
20,748 

$100 

6,616  $31,116 
14,001  25,000 
71,343 

$90 

6,678 

14,001 

65,453 

$31,096 
25,000 

$54,598  $92,060 


$56,116 


$86,222 


$56,096 


- 

$1,323 

- 

$42,044 

- 

- 

3,628 

- 

3,628 

- 

- 

100 

- 

100 

$400 

- 

100 

- 

100 

- 

- 

165,000 

- 

165,000 

- 

$51 

3,386 

$50 

3,386 

50 

14,297 

3,902 

15,888 

37,104 

15,926 

-- 

1 
20,122 

— 

1 
20,122 

— 

- 

140 
$197,702 

- 

185 
$271,670 

- 

$14,348 

$15,938 

$16,376 

$150,542 

$746,229 

$160,509 

$516,001 

$162,927 

$295,804        $746,734 


$311,809 


$516,506 


$321,027 
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SCHEDULE 12-D 

STATE  APPROPRIATIONS  LIMIT 
TRANSFERS  FROM  EXCLUDED  FUNDS  TO  INCLUDED  FUNDS 

(Dollars  In  Thousands) 


Transfers  Per  Sec.  1 3.95/94 

Transfers  Per  Sec.  25385.8  H&S  Code 

From  Guide  Dogs  for  the  Blind  Fund  to  General  Fund 
(Per  Item  1350-011-0001  BA  1994) 

From  Alcohol  Beverage  Control  Fund  to  General  Fund 
(Per  B&P  Code  25761) 

From  Energy  and  Resource  Fund  to  General  Fund 
(Per  Ch.  908,  Statutes  of  1 980) 

From  Fair  and  Exposition  Fund   to  General  Fund 
(Per  Item  8570-01 1-0191) 

From  Satellite  Wagering  Account  to  General  Fund 
(Per  Item  8570-013-0192/95  &  Item  8570-121-0192/94).... 

From  Fish  and  Wildlife  Pollution  Account  to  General  Fund.... 

From  Business  Fees  Fund,  Secty  of  State's  to  General  Fund 
(PerCh.  1059/91) 

From  Mobilehome  Park  Revolving  Fund   to  General  Fund 
(Per  BA  1994  Sec.  13.70) 

From  Athletic  Commission  Fund   to  General  Fund 
(Per  Ch.  150/94) 

From  Hazardous  Waste  Mgmt  Planning  Subaccount  to 
General  Fund  (Per  G.  C.  Sec.  1634 

From  Olympic  Training  Account,  California  to  General  Fund 
(PerCh.  28,  Stats  1989) 

From  Energy  Resources  Programs  Account  to  General  Fund 
(Per  Item  3360-01 1  -0465/95) 

From  Boxer's  Neurological  Examination  Account 
to  General  Fund  (PerCh.  150/94) 

From  Environmental  License  Plate  Fund,  Calif 
to  Motor  Vehicle  Account,  STF 
(Sec.  21191  (B),  Public  Resources  Code) 

TOTALS 


Actual 
1994-95 

Estimated 
1995-96 

Estimated 
1996-97 

General 

Fund 

Special 
Fund 

General 
Fund 

Special 

Fund 

General         Special 
Fund              Fund 

$1,276 



__ 



7,725 

-- 

$7,725 

11 

6,480 

— 

$6,995 

5,467 

- 

- 

6,685 

310 

- 

325 

- 

325 

246 

- 

511 

- 

~ 

2,700 

- 

2,700 

- 

.. 

~ 

- 

5,900 

-- 

- 

2,157 

- 

724 

- 

4,906 

34 

_ 

52 

_ 

.. 

35 
3 


181 


$4,453 


200 

3,549 


100 


$4,354 


$4,152 


$20,134 


$4,453  $28,177  $4,354  $19,011  $4,152 
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SCHEDULE  12-E 

STATE  APPROPRIATIONS  LIMIT 

EXCLUSIONS 

(Dollars  in  Millions) 


DEBT  SERVICE: 
9600  Bond  Interest  and  Redemption 
(9600-510-001) 
(9590-501-001) 
3960  Chapter  376/84  Toxics 

(3960-535-484) 
Lease-Revenue  Bonds  (Capital  Outlay) 
TOTAL  DEBT  SERVICE 

CAPITAL  OUTLAY: 
Various 
Various 

TOTAL,  CAPITAL  OUTLAY 

SUBVENTIONS: 
6100  K-12  Apportionments: 

(6100-601-001) 

6100  County  Offices 

(6100-602-001) 

6870  Community  Colleges 

(6870-101-001) 

SUBVENTIONS  -  EDUCATION 

5195  State-Local  Realignment 

Vehicle  License  Fees 

Vehicle  License  Collection  Acct. 
9100  Tax  Relief 

(9100-101-001) 

Renter's  Tax  Credit 
9210  Local  Government  Financing 

(9210-103-001) 

(9210-603-001) 
9350  Shared  Revenues 

(9430-640-064) 
SUBVENTIONS  -  OTHER 

AAANDATES: 
6100  K-12  Desegregation 

(6100-114-001) 

(6110-115-001) 

6100  K-12  Medicare 
6300  Contribution  to  STRS 

(6300-602-001) 
6870  Community  Colleges  Medicare 
Federal  (Various  Health  and  Welfare) 
TOTAL  MANDATES 

PROPOSITION  111: 
Motor  Vehicle  Fuel  Tax:  Gasoline 
Motor  Vehicle  Fuel  Tax:  Diesel 
Weight  Fee  Revenue 
TOTAL  PROPOSITION  1 1 1 
TOTAL  EXCLUSIONS: 
Genera/  Fund 
Special  Funds 


Fund 

Actual 
1994-95 

Estimated 
1995-96 

Estimated 
1 996-97 

General 
General 

$1,852 

1 

$1,951 

1 

$1,959 

1 

Special 
General 

5 

325 

$2,183 

4 

414 

$2,370 

4 

487 

$2,451 

General 
Special 

$11 
41  ' 

$57 
79' 

$75 
50 

$52 


$3,416 


$136 


$3,540 


$125 


General 

$8,232 

$9,434 

$10,359 

General 

111 

153 

190 

General 

1,016 
$9,359 

1,183 

1,287 

$10,770 

$11,836 

Special 

$759 

$788 

$822 

Special 

11 

14 

14 

General 

427 

439 

443 

General 

7 

- 

-- 

General 

2 

3 

3 

General 

2 

1 

2 

Special 

2,208 

2,295 

2,396 

$3,680 


General 

$421 

$415 

$415 

General 

52 

49 

49 

General 

45 

45 

45 

General 

518 

530 

548 

General 

5 

5 

5 

General 

1,206 

1,101 

1,107 

$2,247 

$2,145 

$2,169 

Special 

$1,143 

$1,183 

$1,195 

Special 

155 

178 

187 

Special 

157 

182 

183 

$1,455 

$1,543 

$1,565 

$18,712 

$20,504 

$21,826 

$14,233 

$15,787 

$76,975 

$4,479 

$4,723 

$4,857 

1    Changes  to  eliminate  Proposition  1 1 1  Capital  Outlay. 
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